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PREFACE TO THE ^FIFTH EDITION 


- We have great pleasure in placing before the readers 
the Fifth < revised edition of our book Hr. Sec. Book keeping & 
Accounts. It is a matter of great satisfaction for authors that the 
Third edition of the book is exhausted within a very short period of 
less than a year. 

In this edition book has been thoroughly revised and updated. 
Many new illustrations and exercises from the latest question 
papers have also been added. Attempts have been made to see that 
the answer to the exercises are correctly printed. However, if any 
lapses are found, the readers may kindly point them out to the 
.authors, who will feel highly obliged. 


THE AUTHORS 
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business — Net Income. 
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— Capital— Net worth: Accounting Equation^- Balance Sheet. 
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3 Recording Transactions : Jdurn'aH^ng, suh-division of Journal- 

need for sub-division-posting from the journals, and sub idiary 
books. 

4 Trial Balance and Final Accounts ; Purpose Trial Balance— 

Locating errors. Rectification of Errors. Closing entires. 

^Simple Profit and L^rsTAccount and Balance SheetV' 

• * ♦ 

jr' Accounting for Cash : Bank and Cheqnec< Three Columns 
'-^Cash Book. l^Bank RecoUciliafron Statements./ Petty Cash 
and Imprest system. 

6. Measurement of Business Income : Matching Cost & Revenue 
Xa) Accurals and Deferrls {b) Cost ExpiratiomDepreciation (c) 
Bad Debts {d) Closing inventory. Final Accounts for a merch- 
andiser and as Manufacturer. 

0 

8. Methods of Presenting Final Accounts — Current Assets and 
Liabilities. Fixed* Assets and Liabilities. Other Assets & 
Liabilities. 
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Accounting : Meaning and Objects 

, I 

• ^ 

^'Accounting is the language of BusinessJ*^ 

Definition of Accounting 

“Accounting is a science of recording and classifying the 
business transactions and events, primarily of a financial character 
and the art of making significant summaries, analysis and inter- 
pretatioijs of these transactions and events and communicating the 
results tC persons who must make decisions or form judgements/* 

(Smith and Ashbume) 

It is very clear from the above definition that accounting is a 
Science in as much as it lays down directive principles nnd rules for 
recording and classifying all the business transactions. It is the art 
of accounting which is reflected in the process of preparation of 
accounting statements, its analysis and interpretations. These 
statements communicate to the owner(s) of the business as also the 
outside world (in the business language) enabling them to understand 
intelligibly the affairs— financial or otherwise— of any business 
unit. 

Science or Art 

The Committee on. terminology of the American Institute of 
Certified Public Accountants has defined, “Accounting is the art of 
recording, classifying and summarising in a significant manner and 
in terms of money transactions and events which are, in part at 
least, of a financial character and interpreting the results thereof.” 

According to this definition accounting is only an art and not 
a science. This contention is held because of the fact that the prin- 
ciples and rules of accounting arc not based on general truths and 
natural laws like any physical or mathematical science. Such a 
contention seems erroneous as it will keep out all the so-called social 
scipces, from the category of science. Accounting has its own laws 

which apply equally well in similar circumstances for similar business 
transactions. 

However, most of the persons working in the field of account- 
tpey, accept It more as an art rather than as a science because of 
the fact that it is the art side of accounting which has assumed 
greater importance in the practical life of the businessmen. 

The preparation and presentation of financial statements and 
interpretations thereof with specific purposes in view— what is popu- 
C*B.K.(1)XI 
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larly called as **wmdow dressing*’— have more prominently empha^ 
sised and to a greater extent esUblised it as an art. 

Book-Keeping, Acconnllng and Accountancy 

The techniques of recording all the business transactions in the- 
appropriate bppkis of qcopunts and preparation of financial state- 
ments theiwoiqi^^is called »Book-Keepiiig« TTie- term is very often 

as a synonym of Accounting. However, accounting is a tenn 
with a mu(^ wider connotation. It includes within its fold, more 
imponantiy, the interpretative aspects of the work done by Book- 
Keeping in comidg to certain conclusions and taking business deci- 
sions At best Book-Keeping is perhaps the most important base 
in accoumng. 

Quite ofteh students get confused while using the two words 
— Accounting and Accountancy. No donbt, sometimes they are 
interchanged but there quite a line of demarcation between their 
use which should bcttw be understood. The word accountancy is 
used for the profession of accountants —who do the work of account- 
ing, Acppiinting the work to record all business transactions in the 
form of various accounts and financial statements. As*8uch the 
v/ord acc^^tipg tries ta explain the nature of the work of the 
accowtants and the word accountancy refers to the profession oT 
such persons. 

Objects of Accounting 

The main purpose of accounting is to present the real financiaf 
position of a running business by furnishing financial data concerning’ 
a business enterprise, compiled and presented to meet the needs of the 
management, investors and the public. The objectives of account- 
mg Lave been clarified by Lawrence H. C, Malchaman and Albert 
Stovin when they define accounting “as the process of recording the- 
changes, in terms of increases and decreases, in property or in the 
rights to property and the analyris and interpretations of financial 
transactions.*’ R.N, Anthony calls * ‘Accounting-system as a means 
of collecting, summarising, analysing and reporting in monetarv 
t&ms, information about the business.” According to Harold 
Bierman and Allan R. Dreblin the purpose of accouting is to identify 
measure, record and communicate the financial information of any 
business concern. 

# 

Briefly speaking a proper system of accounting should provide: 
readily the following information 

(0 Availability of C^ital and its form ; 

(if) Assets and stock position ; 

(///) Purchasea and Sales ; 

(fv) List of dejbtors and^ creditors ; 

Gross and net profits or losses : 

(WJ Cost incurred for carrying out various business activitiest- 
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Functfons of Accounting 

As stated by Grant and BelU “An accounting system serves^ a 
broad spectrum of purposes* Some important . ones can be descri- 
bed in functional terms as follows ; 

(/) Providing information desired by stock-holders and 
creditors. 

v«) Providing information for managerial use. 

(iii) Keeping track of assets and liabilities. 

(iv) Determining tax liabilities. 

(v) Developing information required by regulatory laws.'’ 
Branches of Accounting 

The science and art of accounting has grown very much and 
assumed wider dirnensions. Availability of specialised knowledge 
of different aspects of accounting has. become almost a ‘must’ for 
any big business concern. The entire job of accounting is often 
divided into three branches. Each being important by itself and 
also as complimenting the other to serve the same main aim of 
earning higher profits. These branches are : — 

1. Financial Accounting : The main purpose of this branch 
of accountancy is to ascertain the financial position of 
business at the end of a certain period. That is, to find 
out whether the firm has earned prv)fits or incurred losses. 

2. Cost Accounting ; Its main purpose is to ascertain the cost 
of production of goods and cost of running different 
departments to enable the management to fix the selling 
price. 

3. Management Accounting : The main object of this branch 
is to provide all the relevant information that may be 
required by the management to take decisions in respect of 
various aspects of running the business enterprise 

Basic Terms used in Accoootuig 

(Hereunder are given some terms which are very frequently 
used in accounting system and they have certain specific meanings. 
Once these terms are understood clearly by the readers, it would be 

very convenient for them to understand clearly the contents of the 

chapters that would follow.) 

Basic Terms Explained 

1. Assets : “The entire property of all kinds possessed bv or 
owing to a person or organisation is called assets”. “Assets are 
valuable resources owned by a business and acquired at a measurable 
money cost’ . They may be ; — 

ft S ft M ^ are acquired for use and not for 

resale, e g., land, machinery, furniture, etc 

(b) Floating assets : Assets whose value is constantly chanc- 
ing as the business proceeds like stock, debtors, etc. 

(c) Fictitious assets i Assets of no real value but included in 
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tbe balance sheet for legal or technical reasons, e g., preliminary 
expenses. 

{d) Intangible assets : Assets that can not be normally sold in 
the open market like goodwill. 

- ie) Liquid assets Assets that can be easily converted into 
cash, like Bank A/c, Bills receivable, etc. 

(/) Wasting assets : Those fixed assets which gradually de- 
preciate in value with its use, e.g. building, machinery, etc. 

2. Capital. The term may mean different things for different 
persons. To an ordinary man it means money invested To a 
businessman, it is the excess of assets over his liabilities or his avail- 
able resources for carrying on the business. To an accountant it is 
the owner’s equity. They are usually of the following kinds : 

(fl) Fixed capital : Capital invested in or represented by fixed 
assets. 

(^) Circulating capital : Capital in the form of floating assets. 

(c) Working capital : The excess of current assets over current 
liabilities. 

3. Capital expenditure : Expenses that are not chargeable 
against profit but incurred for improving or acquiring fixed assets. 

4. Capital Reserve : A reserve which results on account of 
capital gains, e.g., when the value of fixed assets are enhanced in 
books of accounts. 

5. Credit : Means ‘trust’. Giving credit means to deliver 
goods or some service for payment to be made at some later date, 

6. Depreciation : The fall in value of a fixed asset due to its 
wear and tear. There are various methods for calculating deprecia- 
tion which will be dealt with at the appropriate time. 

7. Discount : There are two types of discount : 

(a) Cash discount : An allowance made to encourage prompt 
payment or before the expiration of the period allowed for credit. 

(h) Trade discount : A deduction from the gross or catalogue 
price allowed to traders who buy to sell again. 

R, Gross profit : The difference between the selling price and 
the cost price of goods, before the deduction of any expenses incur- 
red in selling goods. 

9. Net profit : The profit that remains after deducting all the 
expenses from the gross profit. It represents the real gain of the 
business. 

10. Imprest system : The periodical reimbursement of ex- 
penditure so as to bring the allocation at the commencement of each 
new period up to the original or imprest amount. The system is 
used for petty cash. 
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11. Insolvent I The inability of a business or person to pay 
fais debts as they become due. The condition in which the liabilities 
exceed assets. 

« 

12. Solvent: One who is able to pay one's debts as they 
become due. 

13. Liabilities: Debts or other obligations for which the 
business is responsible. 

14. Petty cash : A ready sum of money kept for the special 
purpose of meeting miscellaneous expenses of small amount. 

15. Reserve : An amount set aside out of the profits or other 
surpluses and designed to meet contingencies. 

16. Revenue : Income of a recurring nature from any source. 

17. Reserve expenditure : Expenditure chargeable against 
profit as being incurred in earning it, ana not like capital expendi- 
ture adding to the value of fixed assets. 

18. Voucher ; A document or other form of evidence attest- 
ing the performance of an alleged act such as payment, receipt of 
goods, etc. 

off ; To cancel a debt, thus treating it as if it 

were paid. It also means the process of reducing the value of an 
asset. 


^ A written acknowledgement of (i; payment of 

money, or (n) delivery of goods. v > / 

21, Payee ; One to whom money is payable. 

of a frm ^ wfafeh can be enforced against the assets 

firm is called equity. There are two types of equities of the 

(0 Owner’s equity or capital or proprietorship, and 
(ff) Creditor’s equity^ 

Financial Accounting 

statements prepared ^t th- pnH These include two 

Account or Income Statement Profit and Loss 

Statement. 5>tatement. and („) Balance Sheet or Position 


tions to achievfTlI^ the*^ objectivlT o7^^ businesJ transac- 

of acouCMc, i, c.]l,d book-keepii^ A^o;S!"! '"o pl/'Z'i'fr 
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^Book-keeping is the science and ^^^ 3 j%sult°[n'lhe*°transfer 

ff “rne;r!iry%‘’rt"i 


Difference between Book keeping and Accountancy 


Book-keeping 


1. Id book-keeping recording 
of/1inancial transactions in diffe- 
rent account books is taught. 

2. This is the primary stage 
of maintaining accounts and so 
it is not possible to reach at any 
conclusion 

3 In book-keeping transac- 
tions are recorded according to 
the principles of accountancy. 

4. The work of book-keeping 
is done by the junior staff and 
their responsibility is compara- 
tively less- 

5 In book-keeping accounts 
are maintained in the books but 
conclusions cannot be derived 

out of them. 

6. In book-keeping state- 
ments showing net results and 
financial position are not pre- 
pared. 


Accountancy 

1. In accountancy the errors 
of accounts and their recti&cation 
through adjustments are taught. 

2. The work of accountancy 
starts at secondary stage and 
finishes at tre last stage. 

3. While accountancy deter- 
mines its own principles. 


4. The work of accountancy 
is done by the senior officers 
and they have to share higher 

responsibility. 

5. In accountancy conclu- 
sions arc derived on the basis of 
accounts maintained in book- 
keeping. 

6. While in accountancy aU 
these statements are prepared 
which show the correct financial 
position of the business. 


accoun- 


utility and Advantages of Financial Accounting 

“Frequent accouniing tends to lasting friendship. 

The following are the main advantages of financial 

‘ ^ 1. Helps in the payment of Income-tax 

types of payment of these taxes it 

businessmen now-a days To . P ^ to the princi- 

is necessary that account-' are maintained accoramg lo v 

pies remembering. A businessman 

all the transactions, how-so ever "|®Tl^k^and white so 

fore every transaction should be recoraea 

that there may not be any misappropnation. 
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3. Proof Ih the ' to'^^the*’pri^^ples*of accounting, 

fless are kept properly court of Lw for giving necessary 

.hey can be presented busmessman has 

court if he wants himself to be deciarea 


documentary evidence 
^ent his accounts in the 
insolvent. 


ic?ount?n” o“ther^^^^ not be possible to assess the correct 

^aluc of the business. 

5. Helps in the realisation of ^""°^”'i”man °^n 

'tine • 

(/) Financial Accounting is not absolutely exact. ^ 

(») Financial Accounting does not show what t e oust 

’* Financial Accounting does not clear the whole picture. 

(iv) Figures in financial accounting does not carry the level Of 
«their accuracy. 

(v) Window dressing in Balance Sheet. 

(vi) Worthless assets are also shown in financial statements. 
Double Entry System 

Double entry system of book-keeping came into 
Italy but was developed in England. This system is based on the 

Sie other party takes the same. Therefore every tran^ct.on hw 

recording of the transaction it is necessary that it should have both 
the debit and credit aspects. If one of the aspects is ®iss^S tne 
transaction will be incomplete. Some people wrongly think tna 
double entry system means recording a transaction twice. inis is^ 

wrong. This will only double the work. Actually speaking separate 
account of debit and credit is maintained to have complete record 
of every transactioji. This is why we call it a double entry system. 

For a business transaction there should be more than one 
person. One person cannot receive anything unless there is another 
to give the same. When a person receives something from some- 
-cne» he has also to give him something in consideration thereof. 
Every transaction has two aspects. One aspiect denotes the re(»i- 
ycT and the other giver. Modem system of book-keeping is based 
on this principle and it is called double entry system of book- 
fccoplng. 
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Every transaction has two aspects, OM rep^entmg the rc^i 
ver and Debtor and the other giver or creditor. 

to this sysem of Book-keeping known as the 7® , ^ ^eLi- 

Doubie Entry System is based upon the principle that 
ver implies a giver and every giver a receiver. In each transaction 
the receiver is considered as the Debtor and the giver as the 

Creditor. . 

The price of the commodity is som^imes immedia- 

tely and sometimes it is paid in future. The traders h^e, ^art 
from business goods, raw material, cash, furniture, etc. 
thing should be kept in mind that in order to run extend the 
business certain expenses have to be incurred so that there may oe 
income in future. The expenses are recorded different books oi 
accounts. On the basis of the above it can be said that the follow- 
ing common points are found in all the businesses i 

1. There should be a group of persons, institutions, firms and 
companies with whom the business may be transacted, 

2. Ilic businessmen should have goods to run and increase 
the business. 

3. There are some sources of business where money is to be 

•pent while there are others which result in income. 

Every transaction affects the individual, institution, firm, 
company, goods and the items of income and expenditure. There- 
fore accounts are also kept under these very heads. Both the aspects 
of a transaction can affect any of the two accounts mentioned 
above. Thus giving process affects one party and taking process 
affects the other party. For example, we received cash from 
Harish Kumar. The effect of this transaction on our Cash A/c will 
be of receiving and on Harish Kumar’s A/c of giving. Thus in 
books one entry will be made in cash account for receiving cash and 
another entry will be made in Harish Kumar’s A/c for giving cash. 
Thus every transaction has receiving and giving aspects. Accoromg 
to the principles of book-keeping receiving is shown on the debit 

and giving on the credit side. Debiting means writing on the left side 
of the account and crediting means writing on the right side of the 
account. 


Parts of Double Entry System 

There are three parts of this system. 

1. Original Record. All the transactions of a trader are first 

recorded in a Rough Book. Waste Book or Memorandum Book. 
From the Waste Book the trader prepares the mai© book of accounts- 
called ledger. 

2. Classification. Every individual, institution, firm, or a 
company prepares ledger posting to know the combined effect of 
assets or income and expenditure from every account we can know 
the combined effect of all the transactions related to it. 


3. Summary. After preparing separate accounts the tradeir 
prepares trading and Profit and Loss Account and Balance Sheet 
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to know the trading result and the exact financial position of his 
business. 

Advantaged of Double Entry System 

Follo.i.g are the nain advaotagea of Doable Eotry System 

of Book-keeping : 

1 r^tnnipte record of every transaction. In double entp^ 

both debit and credit aspects are recorded in them. 

7 . Reliable information. Under this system all day-to-d^ 
information like the amount to be received and given, etc., can be 
received in a proper way. 

3. Full details. If the need arises full details of every tran- 
saction can be easily made available. 

4. Testing of Ledger posting by Trial svslem^ 

and credit aspects of every transaction are recorded in this system. 

Therefore arithmatical accuracy of the posting can be easily tested. 

5. Preparing Trading A/c. By preparing a Trading A/c the 
trader can easily find out the Gross Profit. 

6. Preparing Profit and Loss A/c. Similarly he can find out 
the Net Profit by preparing a Profit and Loss A/c. 

7. Preparing Balance Sheet. We can ascertain the financial 
position of the business by preparing a Balance Sheet. 

8. Comparisions of Expenditures. All the nominal accounts 
are maintained in this system. So the expenditure of the current 
year can be compared to those of the previous year and thus it proves- 
a check upon any unnecessary expenditure. 

9. No Scope of Fraud. This system of Book-keeping is so 
scientific and there is hardcly any scope of forgery and manipula- 
tions as compared to other systems. If at all there is any chance oT 
manipulation, it can be easily traced out. 

10. Scientific System. This system is more progressive and 
more scientific as compared to any other systems of book-keeping* 
Due to its popularity &s system has been adopted by all the pro- 
gressive countries all over world. 

Standard Questions 

1. What is Accounting 7 What are its main objects ? 

2. Discuss the scope of Accounting in detail. 

3. What are the main limitations of financial Accounting 7 

4 . What is the nature of Accounting ? 


5. What 
Accounting* 


How does it differ fronts 
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6. Bqilain in brief : 

(0 Assets, («) Equity, (///) Revenue, (fr) Account, 
(v) Expense. 

7. What is meant by Fhifflicial Statement 7 

(Delhi S.S.C. Exam., 1978) 

8. What are financial Statements ? What are the purposes of 
ifuresenting them 7 

(Delhi S.S.C. Exam., 1978 (C)) 

9. Define the Double Entry system of Accounting. 

(Delhi S.S C. Exam., 1978 (<S)) 

10. Explain “Every debit has got a credit and ‘vice versa’. 

(Delhi S.S.C. Exam., 1978) 


0 
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Business Inconie, Financial 
Position, Business Entity 
Concept & Accounting 

Equation 

'Bnsioess Income 

“Business income of any cocern is the excess of the revenue 
fiains over the expenses incurred for maintaining and running tne 
Sess during a particular period concerned.- The nfure jf 
businesc income will depend on the nature of work done by the bust- 
MSS concern. That is whether the firm is an Industry which 
produces goods and sells them or it is a Trading Concern that simply 
purchases and sells them, or it is a business edneern which pro^des 
Commercial services like transportation, insurance, packing, loading, 
etc., or a concern providing advisory services like legal advisers, 
chartered accountants and other professionals. Now let us try to 
understand the same with the help of an example. 

Assume there is a firm ABC manufacturing furniture and sell- 
ing it. The firm buys raw wood, engages carpenters and provides 
place in the factory and also runs an office and maintains a show 
room for selling furniture. Let us further assume that during one 
month the firm buys wood worth Rs. 20,000 pays cartage and freight 
Rs 1,000, wages tp the carpenters Rs. 5,000, rent for the workshop 
Rs. 500, electric charges for the workshop Rs. 100, rent for 
show room and office Rs.[800 salaries for the staff in office Rs. 1,000* 
and other expenses for selling goods Rs. 600. He sells all the 
furniture for Rs. 40,000. 

If we calculate the cost of goods sold, wc shall arrive at the 
‘■figure as under 

Cost of Wood (raw material) 

Cartage and Freight 

(Transportation cost) 

Wages to the Cai*penters 
Rent for Workshop 
Electric Charges 


Rs. 26.600 


Rs. 20,000 

Rs. 1,000 
Rs. 5,(00 
Rs. 500 

Rs. ICO 


Total Cost of Goods 
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«« u rost is the cost of goods sold. In this case- 

both the*^ toLl cost of goods and the merchandising cost is the same 
fRs 26 6001 as all the goods have been sold off. In case a part of the 
Sds i Prod^^^^^^ or acquired is left unsold, the cost of the same 

will have to be deducted from the total cost to arrive at the 
u SuoDosine that only half of the total gooda 

produced were sold out, we shall arrive at the merchandising cost 
as under : 

Rs. 26,600 
Rs. 13,300 


Total cost of goods 

Value of unsold goods 
(Merchandising cost or the cost of 

goods sold) 


Rs. 13,300 


% 

Thus we see that the merchandising cost is the cost 
flcma/irsold This cost includes all expenses incurred on goods sold 
op to the stage of their being made available for sale. 

Proceeding further we see that our firm ABC sold out 
coeds for Rs 40 000. The difference between sales procee^, vi^, 
|‘’s°^^.000 and tL merchandising cost or cost of Boods^nz 
Rs. 26,600 Is called Gross profit. In this case the gross profit will be- 

Rs. 13,400. 

Expenses of doing business or operating expenses 

You will further see that the firm ABC incu^d many o*« 
rt, fr\r and show roooi^ maintenance of offico 


Rent for ofiBce and show room 
Salary to office staff 
Other selling expenses 

(Expenses of doing business) Total 


were : 


Rs. 

800 

Rs. 

1,000 

Rs. 

600 

Rs. 

2,400 


Net profit or net income or Business income 

This amount of Rs. 2,4C0 is the 
business or operating expenses. If we deduct this amount of 

business’ from the ‘gross profit’ of J!' f^e®busine3t 

Profit’ of Rs. 11,000. This is also the Net income of the businea 

concern and also known as the ‘business income . 

Depreciation of Assets 

It would be quite appropriate to refer here to the 
expense' in the form of loss of value in the fixed assets like machin 
and^tools. furniture or buildings, etc. These fixed “^sets are wed Cw 
quite long periods — sometimes ten to fifteen years. Obvious y 
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total coit of such assets cannot be considered either as merchandising 
cost or cost of doing business for a year. It has to be spread over 
the years of life of these items. That part of the cost of these assets 
which is to be accounted for during an accounting period {say a year) 
is called ^Depreciation", Depreciation is the loss of value of any 
fixed asset by its use and wear and tear during the period of account- 
ting. And obviously this has also to be accounted for before 
arriving at business income.* 

While discussing above the business income, merchandising 
cost, gross profit, expensess of doing businese, net profit or net income, 
we took the example of a firm ABC, which falls under the category 
of Industry. There may be other business units falling under the 
category of Traders or which provide Commercial services or advisory 
services. The principles for calculations remain the same. The 
number of items and the amount of expenditure will be more under 
merchandising cost for an industry, whereas there shall be more 
items and amount of expenditure under ‘expenses of doing business* 
for a trader. The same will be still greater in case of firms provid- 
ing commercial or advisory services. 

Let us be still more clear and have an illustration. 

Illustration. 2*1 

The following are the business transactions of a trader and we 
are to find out merchandising cost, Gross profit and Net profit or 
business income : 


Purchases (6,000 Articles) 

Freight 
Local Taxes 
Godown Rent 
Shop Rent 
Salaries 

Electric Charges 
Municipal Taxes 
Stationery 

Sales (5,400 Articles) 

Furniture (Estimated Life 10 years) 
Solution. 

Sales 


Less : Cost of Goods sold or 


merchandising cost 
Purchaie 
+ Freight 
+ Local Taxes 


Rs. 50,000 
Rs. 3,000 
Rs. 2,000 


Rs. 50,000 
Rs. 3,000 
Rs. 2,000 
Rs. 1,200 
Rs. 800 
Rs. 5,000 
Rs. 1 ,200 
Rs. 400 
Rs. 500 
Rs. 63,000 
Rs. 12,000 

Rs. 63,000 


profit and in the chapters ^ 



u 


Cost of 6,000 Articles 

Stock in hand 600 Articles 


Rs. 55,000 
Rs. 5,500 


Gross Profit 


Less ■■ Expenses for doing 
Godown Rent 
Shop Rent 
Salaries 

Electric Charges 
Municipal Taxes 


business 

Rs. 






Stationery 

Depreciation (12,000 x l/lO) 


1.200 

800 

5,000 

1,200 

400 

500 

1,200 


Business income of Net profit 


49,500* 

13,500* 


10.300' 

3,200* 


Business Income 

Ru-iness Income is the balance income which remains after 
deducting the following from the amount received from sale and 
other profits (commission. Interest, etc) 

(i) Cost of goods sold, 

{,7) Expenses incurred during the business operations (Man- 
agement and operation expenses), 

(Jii) Depreciation on assets, and 

(/v) Other business losses (Loss by fire). 


Thus net income for the period is the excess of revenues real is- 

./t diirine the neriod by a specific accounting entity over the co« 
ed during the same period. It must be noted 

private income of the proprietor is not included in business 
income. 


Merchandising cost or cost of goods sold 

The cost of goods sold includes all expenses incurred on goods 
sold up to the stage of their being made available for sale. For cal- 
Sating cost of goods sold it is desirable to ascertain the value of 
stock in the begiLing as well as at the end of the year. If we include 
nit nurchases (purchases, minus purchases return) in opening stock, 

"he of giod, avaiSkble fo, ,al^ if al d reef 

deduct ^closing stock from the cost of goods available for sale, th^ 
it remains the cost of goods sold. The following example will be 
sufiBcient to explain the above facts : 
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Opening Stock 
Add ! Purchases 
Add: Freight 

Less : Purchases Returns 

Net Purchases 

Goods available for Sale 
Less : Closing Stock 

Cost of Goods Sold 



18,000 

100 


18,100 

1,000 


Rs. 

2,000 


Rs. 17,100 

Rs. 19,100 
Rs. 4,000 

15,100 


Thus, Cost of goods sold=Opening Stock +Purcha8es+Direct 
expenses— Closing Stock 

Rs. 2,000+Rs. 17,000(18.000— 1,000) +Rs. 100— Rs. 4,000 

=Rs. 15,100 


This may also be explain by an equation 


Cost of Goods SoId=Opening Stock H-Nct Purchascs+ 
Direct Expenses — Closing Stock 


UIostratioD. 2-2 



the following particulars, find out the Cost of goods 



Rs. 

Opening Stock ’ 

6,000 

Purchases 

40,000 

Purchases Returns 

5,000 

Carriage 

2,000 

Freight 

3,000 

Closing Stock 

12,000 


Solution 

Cost of Goods sold=^Opcning Stock+ Purchases— Purchases 
Returns + Direct Expenses- Closing Stock, 

=Rs. 6,000+ Rs. 35,000 (Rs. 40,000- Rs. 5,000) 

+Rs. 2.000+Rs. 3,000-Rs. 12,000=Rs. 34,000 


Gross Profit 

The total amount received by a trader either from sale of goods 

or frem any other business source is the Gross Income and if we 

deduct cost of goods sold out of it then it remains Gross Profit. If 

the cost of the goods sold is more than the selling price of the 

goods then the difference is the Gross Loss. Thus the gross profit 

or loss IS the difference between the cost of noods sold and selline 
pnee of the goods. 
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The above fact can also be explained by an equation : 
Gross Profit = Amount of Net Sales -Cost of Goods Sold 


The above equation can also be put as follows in detail : 


Gross Profit=Net Sales (Sales-Sales Return) -fClosing 
Stock-Opening Stock— Net purchases— Direct Expenses 


ftom the following figures of Mr. Suresh for the year 1979 : 
calculate (i) Cost of Goods Sold, and (ii) Gross Profit. 

Rs. 

8,000 


Opening Stock 


50.000 

10.000 
6,000 

80,000 

1 5.000 

25.000 


Purchases 
Purchases Returns 
Direct Expenses 
Sales 

Sales Returns 
Closing Stock 

^'”^0) Cost of Goods Sold=Opening Stock + Purcjiases— 

Purchases Retums+Direct expenses— Closing Stock 
Rs. 8,000+Rs. 40,000 (Rs. 50,000— Rs. 10,000)+ 

Rs, 6,000—25,000 

(ii) Gross Profit=Net Sales— Cost of Goods Sold 

=Rs. 65,000 (Rs. 80,000— Rs. 15,000)— Rs. 29,000 
= Rs. 36,000 

Expenses of doing business 

Expenses incurred during the business operations are expenses 
of doing business. These expenses are also termed as 'Indirect 
Expenses’ for example. Salaries, Interest, Insurance Premium, Com- 
mission, Bookerage and depreciation on fixed asset. Operation, 
expenses includes the following . 

(/) Selling Expenses ; 

(//) Distribution Expenses ; 

Office and Administrative Expenses ; 

Financial Expenses, 
ae 


(«/) 

(**v) 

Net loco 
Net 


income is ascertained by deducting operation expenses 
out of Gross Profit. Income Statement is prepared for this purpose, 
this statement can be divided into two parts : (i) Trading Account, 
(//) Profit and Loss Account. 
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IllDstration. 2-4 

X provides you the following figures relating to the year 
1980 : 



Rs. 

Opening Stock 

18,000 

Purchases 

35,000 

Direct Expenses 

3,000 

Operating Expenses 

6,000 

Sales 

70,000 

Closing Stock 

10,000 


Calculate : (/) Cost of goods sold, (w) Gross Profit, (Hi) Net Profit. 


Solution 




Rs. 

Rs. 

Sales 


70.000 

Less Cost of Goods sold 



Opening stock 

18,000 


+ Purchases 

35,000 


4 - Direct Expenses 

3,000 


Goods available for Sale 

56,000 


— Closing Stock 

10,000 

46,000 

Gross Profit 


24,000 

— Operating Expenses 


6,000 

Net Profit or Business Income 

1 8,000 

The net profit is always added 

to the canital. 

Likewise 

loss is always deducted from the capital. 



FINANCIAL POSITION 

Financial position of a person is assessed through his nossess- 
lons— the cash and other assets that he owns. But if what he owes 
others, be more than what he owns, he would become insolvent So 
It IS not alone the quantum of his cash and assets what matters but 
Its relative excess over his liabilities. Likewise if the assets’ of a 
business firm arc substantially more than its liabilities and caoi at 
the financial position of the firm is assumed to be sound. ^ 

The capital is the amount invested by the proprietor in th- 
firm. If after a certain period the capital increases and .o 

^owing-the financial position of the firm is said to be contilufustv 

the wpital goes on reducing, the financial position is said to bi not 
good. Continued losses year after year may lead to insolvenc/ So 


C.B.K. (2) XI 
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if H firm earns profit, year after year, the financial position of such a 
firm is said to be good. 

For assessing the soundness of a firm, another point is to be 
considered. Business operations go on every day and every firm 
pays its creditors and receives from its debtors. If a firm is not in 
a position to pay off the claims of the firm either immediately or at 
short notice, the financial position cannot be treated as good. Such 
a situation is possible even though the assets may be quite much^ 
more than the liabilities and capital. In other words liquid assets 
should al\h ays be sufficiently much more than the sundry creditors^ 
to maintain sound financial position of a firm. 

Thus the two criteria of judging the financial position of a. 
firm arc : — 

(i) Profit-earning capacity, /.e., the ability of the firm to earn* 
profit. 

{if) Ability to pay off debts promptly, Le., the firm should' 
have sufficient funds to pay off immediately the debts that 
become due to it from time to time This is Icnown as 
Liquid ratio or the acid test ratio. 

Let us take an example. ABC started business on 1st Jan. wilh< 
Rs. 50,000. At the end of the year they earned Rs. 15,000 as net profit. 
This ‘net profit’ helps to assess the financial position of the firm by 
enabling one the ‘profit earning capacity’ of the firm which 

is say 30%. Tht^ juancial position can be considered quite good as 
this earning ability is quite higher than normal rate of investments in 
bank and elsewhere. There is yet another important point to be 
considered. That is ihe firm’s capacity to pay off promptly the debts 
that become due. Now suppose this firm invested most of its re- 
sources in long term investments and is not in a position to pay ofT 
to the creditors for goods bought, or salaries and wages, etc., on 
time. In such a situation, the financial position of the firm cannot be 
considered to good, in spite of the fact that the total assets may be 
more than liabilities and the 6rm commands greater profit-earning 
ability. It is therefore very essential for a firm to stay ‘solvent’, 
Le., be able to pay promptly any debt that becomes due to it. That 
is possible only when the firm keeps its cash and liquid assets suffi- 
ciently- much more than its current liabilities. 

Business entity concept 

In accountancy a distinction is always made and maintained 
between the proprifctor(s) and the business firm.' Business entity 
concept means that the business is to be treated as a separate entity 
by itself independent of the owner’s entity. The firm and the owner 
are to be treated as two separate entities. In the books of account 
of business, each transaction is recorded from the point of view of 
the firm and not from the point of view of the owner. 

As such, when the owner brings money for the firm he becomes 
a creditor of the firm and treated likewise, by, keeping an account of* 
owner like other creditors. However, in the eyes of law (except 
^ case of companies where shareholders arc treated as distinct- fromv 
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the companies) the entities of the owner(s) are merged with the firm. 
In case the firm is not in a position to pay off the creditors, they 
can recover their dues from the owners. 

Assets. Assets mean properties of a business firm or the 
amount which is outstanding and which the firm has to receive 
from outsiders. These are the things of value owned by a firm. It 
enables the firm to get cash or benefit in future, cash, amount with 
bank, debtors, machinery, buildings, furniture, good^, bills receivable, 
etc., are all examples of assets. ' 

Classification of assets. To distinguish one type of assets 
from the others — they have been classified in three categories : 

(/) Liquid Assets All such assets as are in the form of 
cash or which can be quickly converted into cash are called liquid 
assets. Cash. Bank. Investments. Bills receivable, eic , are the exam- 
ples of liquid assets. 

(//) Floating Assits. All such assets whose value constantly 
change during the course of business and which are meant for either 

sale or conversion into liquid assets (say cash) are called floating 

assets. The examples are stock in trade, debtors, etc Floating 
assets are also sometimes called current assets or quick assets. 

(in) Fixed Assets, Ail such assets that are acquired not for 
sale but for carrying on the business and for the purpose of earning 
income and are held permanently, are called fixed assets Buildings 

and lands, plant and machinery are the examples of such types of 

ftSS6tS« 


In this context a note of caution must be given. It is the 
nature of the business and not the nature of the as.>et that will 

decide Whether a particular asset will fall in the category of fixed 
asset or floating asset. Machinery will be fixed asset for a business 
concern producing goods. But the same will be floating asset for 
a dealer in machines. Likewise furniture will be floating asseis for 

r^n!ilrnc ^ businCSS 

CODCviTi S • 


equities. We have already learnt that the ‘busi- 
Kf.ct„.cc ^ separate entity from that of its proprietor under 

that can be Lf^T claiml 

ve'l’ed the firm for the capftal n 

and th'^* ^ distinc-ion is made between the 

is don^e to retain the’l^L\"tL°:aru7cX^ it^^ 

(0 Fixed Liabilities. Ihese are the liabiUties of permanent 
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nature payable after a long period of time. Capital of the owner 
and long term loans from outsiders fall under this category. 

(//) Current Liabilities, Such liabilities as are payable in near 
future or immediately, like trade creditors, bank overdrafts, bills 
payable, etc,, fall under this category. 

(//If) Outstanding Liabilities. Expenses incurred or commis- 
sion due, but not paid fall under this category. These are the liabili- 
ties already accrued but have not been paid. 

(iv) Contingent Liabilities. These are liabilities which will 
actually accrue in the near future. They may or may not become 
actual liabilities. A provis'on is always kept in the form of reserves 
for such items and they are called contingent liabilities. 

Capital and Net worth. Capital is the amount invested by the 
proprietor in a business firm As the business firm has a separate 
business entity from the owner, the capital may be considered to 
be what the firm owes to the proprietor i,e . what he can claim from 
the firm. When the firm earns profits it is added to the capital. 
Similarly, wnen it incurs losses it is deducted from the capital. 

It has already been made clear earlier that capital is also 
called ‘owner’s equity’ and how it differs from ‘creditor’s equity’. 
Capital is also sometimes called W/ wo7-//i’ of the business. Net 
worth represents Capital and Reserves. In case of joint stock com- 
panies, it will represent the total share capital and all tho»e Reser- 
ves that belong to the shareholders. In other words : 

Net worth= Assets— Liabilities (Creditor’s equity). 

Net worth and Tangible Net worth. But assets may sometimes 
have on its list many ‘intangible assets’, and fictitious assets like good* 
will, patent rights, preliminary expenses, commission and brokerage 
on shares, etc. These assets do not help a firm in its day-to-day run- 
ning operations, though it is very well reckoned while calculating 
net worth. It is the Tangible net worth' whi&h is of consequence 
to the management accounting. And this tangible net worth is 

arrived at after deducting the value of these intangible assets from 
net worth. 


ACCOUNTING EQUATION 

The entire system of recording business transactions is based 
on accounting equation. Each transaction has a dual aspect, known 
as duality concept in accounting. Accordingly each transaction 
will have simultaneous y two-fold effect on the financial position 

of a business Initially the resources of the firm are provided by 

.‘lifo capital which in the language of accoun- 

ting is called oH^er s equity. 1 hese initial resources are usually in 

t JrZ of the firr But 

^cording to busiuess entity concept, simultaneously a liabilitv has 

been created in the form of owner’s equity or capital. One is 
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balanced against the other or is equated with the other, 
first accounting equation which can be put as : 

Cash (Assels)='Capital (Liabilities) 


This is the 




1 . Creditors 

2. Loan 

3. Bank Overdraft 

4. Bills Payable 

5. Advance Income 

6. Outstanding 

Expenses 


Definition. The dictionary meaning of the word ‘equation’ is 
that it is a formula affirming equivalence of two expressions connec- 
ted bv=(sign of ‘is equal to’). Accounting equation /? thus an 
accounting formula expressing equivalence of the two expressions of 
Assets and Liabilities as shown just above. 

Now this cash is converted into other resources to enable the 
firm to conduct its business. Resources are also accepted from other 
sources (other than the owner) as well. Each such transaction will 
affect the first accounting equation. However, this equation will 
always remain balanced on account of the dual aspect cr duality of 
a transaction. This implies that if there is a change in one item 
of the transaction, there must be an equal and opposite change in 
another item. In all cases total assets will always be equal to total 
liabilities. Let us add another transaction. The firm buys on credit 
goods for resale. One aspect of the transaction is that goods have 
been received and have become th; assets of the firm But simulta- 
neously a creditor’s equity (Liability) has been created (as the pay- 
ment will have to be made for the goods received). The earlier 
accounting equation will now be modified as under : 


Cash+Goods (Assets)=Capital-t-Creditor (Liabilities) 

An increase in assets side will inevitably lead to increase in the 
liabilities side Likewise a decrease in assets will result in decrease 
in liabilities. But changes on the same side may also occur without 
disturbing the accounting equation. For exannple, if goods are 
bought for cash, cash will be paid and thus reduced and gojds have 
been received and thus increased. So the total assets remain the 
same and accounting equation still remains intact. This dual 
change may take place either on the same side or on both the sides 
of the accounting equation. 
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Now we know that each transaction will bring changes in Che 
asset-equity equation in one way or the other. The nature of such 
changes can be brieHy summed up as under : 

1. An increase in asset side leading to an equal increase in 
liabilities side or vice versa. 

2. A decrease in asset side leading to an equal decrease in 
liabilities side or vice versa 

3. An increase in one type of asset resulting in an equal 
decrease in another type of asset. 

4. A decrease in one type of asset resulting in an equal 
increase in another type of asset. 

5. An increase in one type of liabilities resulting in an equal 
decrease in another type of liabilities. 

6. A deertease in one type of liabilities resulting in an equal 
increase in another type of liabilities. 

Balance Sheet 

Accounting equation is also often called Balance Sheet equa- 
tion. Palana Sheet is a ftnancial statement listing Assets on one 
side and Liabilities oii the other, and thereby giving a true picture 
of financial position of a business concern. This is always prepared 

unde?^''*"^“ ^ particular form. The usual proforma is as 


BALANCE SHET of M/s 

as on 


Liabilities 

Amount 

1 

Assets 

Amount 

Capital 

Creditors 

Loans 

Bills Payable 

Advance Incomes 

Outstanding 

expenses 

1 

Cash at Bank 

Land and Buildings 
Machinery 

Furniture 

Debtors 

Stock 

1 


Rs. 



Rs. 



Note: 1, Liabilities are shown on the left hand side and 

Assets on the right hand side of Balance Sheet. 

Totals of both the sides should always tally. 


2 . 
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.. b.v= .bid » f- »in »' “ 

illustration given under : 

Illustration. 2* S'. 


(0 

(») 

On) 

(iv) 

(v) 
(vi) 

(vff) 

(viii) 


Rs 10*000. 

Sanjay Kumar started business with Cash K . 

He purchased goods for Cash Rs. 5,000. 

He purchased goods on Credit for Rs. 4,00 . 

H. .old good, for Cash Rs. 5.000 (Co.t pnoo »a. Ra. 
4 . 000 ). 

He withdrew Rs. 500 for private expenses. 

Paid Rent Rs. 50. 

He sold goods for Rs. 3,000 on Credit. 

Rent outstanding Rs. 200. 


[Ill .CVCUi ^ tt • /» 

These transactions can be explained with the o owin 

method : . . 

T,....ctloa 1. Saojay Kumr has slan.d 

k- = fad'^oa 

have also increased in the forni of Capital of Rs. 1 , 
be shown by the following equation : 


Equation 

Assets = Liabilities+Capital 

Rs. 10,000 = — +Rs. 10,000 

Transaction 2. Sanjay Kumar purchased Goods for Rs. 

In this transaction Goods have been received and cash has been 

paid. 




Assets 




Cash 

+ 

Stock — 

Liabilities + 

Capital 

Old Equation 

10.000 

+ 


— + 

10.000 

Transaction 

—5,000 

+ 

5,000 

— + 


New Equation 

5,000 

+ 

5,000 

— + 

10,000 


Transactioo 3. Sanjay Kumar purchased Goods on Credit 
for Rs. 4,000. In this transaction the business has received Goods 
and the seller is the Creditor of the business. 


Assets 


Old Equation 

Transaction 
Kew Equation 


Cash + Stock 

5.000 + 5,000 

— + 4,000 

5.000 + 9,000 


» Liabilities + Capital 


— -I- 10.000 

+4,000 + — 

4,000 + 10,000 

» > ■ — 
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Transaction 4 . Sanjay Kumar sold goods for cash Rs. 5,000* 
(Cost price was Rs. 4.000). The trader has got a profit of Rs. 1,000. 
This transaction will have two-fold effect ; (i) Cash will be increased 
by Rs. 5,000 and the Capital will also be increased by the same 
amount, and (//) The stock will be reduced by Rs. 4,000 and the 
Capital will also be reduced by the same amount. It can be expressed 
as follows ; 




Assets 






Cash 

+ 

Stock = 

Liabilities 

+ 

Capital 

bid Equation 

5,000 

+ 

9,000 

4,000 

+ 

10,000 

Transaction 

+5,000 


4,000 

— 

+ 

5.000 

4.000 

New Equation 

10,000 

+ 

5,000 = 

4,000 

+ 

11,000 


Transaction 5. Sanjay Kumar withdrew Rs. 500 for private 
expenses. This transaction will reduce the Assets of the business 
in the form of Cash Rs. 500 and the Capital will also be reduced by 
Rs. 500. 




Assets 





Cash 

+ Stock == 

Liabilities 

+ 

Capital 

Old Equation 

10,000 

+ 5,000 = 

4,000 

+ 

11,000 

Transaction 

-500 

— = 

— 

+ 

500 

New Equation 

9,5U0 

+ 5,000 = 

4,000 

+ 

10,500 


Transaction 6. Sanjay Kumar paid Rent Rs. 50. By this 
transaction Cash will be reduced by Rs. 50 and also the Capital 
will be reduced by Rs. 50. 


Assets 



Cash 

+ 

Stock 

== Liabilities 

+ Capital 

Old Equation 

9,500 

+ 

5,000 

4,000 

+ 10,500 

Transaction 

—50 

+ 


— 

— 50 

New Equation 

9.450 

+ 

5,000 

4,000 

+ 10,450 


Transaction 7. Sanjay Kumar sold goods for Rs. 3,000 on 
Credit. In this transaction his Assets will be decreased by Rs. 3,000 
in the form of Stock and on the other hand his Assets will be 
increased by Rs. 3,0U0 in the form of Debtors. 

Assets Liabilities 

Cash + Stock + Debtors = Creditors + Capital 
Old Equation 9,450 -f 5,000 — 4,000 + 10,450 

Transaction — — 3,000 -f- 3,000 — — 


•Mew Equation 9,450 + 2,000 + 3,000 


4,000 + 10,450 
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Transaction 8. Sanjay Kumar's Rent Outstanding is Rs^ 200^ 
This transaction will increase the outstanding liabilities by Rs. 200 
and reduce the Capital by Rs. 200. 

Assets Liabilities 

Cash + Stock 4- Debtors Creditors + Outstan- + Capital 

Equation 9,450 +2,000+ 3,000 4,000 — 1^4^ 

Transaction — — — "t 

New 

Equation 9,450+2,000+5,000 


4 COO 4- 200 + 10,250 


The above balances of the Accounting Equation can be 
arranged in the form of a Balance Sheet of Sanjay Kumar. 

BALANCE SHEET OF SANJAY KUMAR 


As on 


Liabilities and Capital 

' 

Rs. 

Assets 

Rs. 

Creditors 

4,000 

Cash in band 

! 

9,450 

Outstanding Rent 

200 

Goods 

2,000 

Capital 

10,250 

Debtors 

3,000 

1 

14,450 


14,450 






Standard Qoestions 

1. How the net income of a business concern is determined ? 

2. Write short notes on the following : 

(0 Cost of Goods sold, (ii) Business Income, (iii) Financial 
Position, (iv) Working Capital, and (v) Balance Sheet. 

j. What is Accounting Equation ? Explain with suitable 
illustrations. 

4. “Accounting Equation is true under all circumstances’*. Justify 
this statement with the help of five illustrations. 

5. Explain the business entity concept (approximately in 50 

words). (D.HS. J977; All India HS. 1977) 

6. Explain Accounting Equation. (D.H S. 1977) 

7. State whether earnings (the result of profitable operations) 

increase or decrease owner’s equity. {D.HS. 1977) 

8. What is Working Capital in Accounting ? 

(D.SS.C.E, 1978) 
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9 (a) Which equation is correct ? 

Capital = Asset8+ Liabilities 
Liabilities =■ Capital— Assets 
-Capital ^ Net Assets 

(b) The profit made by a concern during the P^ one ycM 
^ ’ would be, when the Capital increased by Rs. -W.O^ and 
Drawings amounted to Rs. 10,000 : (.) Rs. 50,000. (n) 
Rs. 30,000. (Hi) Rs- 40.000. 

rn c r.E.. 1978\ 


10. What is Correct ? 

^-^apital = Assets -Liabilities 

Capital = Assets + Liabilities 

Liabilities = Capital + Assets 

1 1 (i) Briefly state the rules of debiting and crediting accounts 

classified on the basis of Accounting Equation. 

(D.S.S.C.E., 1979 [C]) 




-rom the following particulars prepare Proprietor’s Capital 

Vccount ^ 

)ct. 1 , 1980 Commenced business with Cash 20.000 

Dec. 1, 1980 Net loss as per P & L A/c 1,800 

Dec. 1 , 1980 Drawings during the period 1,500 

Ascertain Cost of goods sold from the following 



Rs. 

Opening Stock 

8,500 

Purchases 

30,700 

Direct Expenses 

4,800 

Indirect Expenses 

5.200 

4 

Closing Stock 

9,000 


(D.S.S.C.E.. 1979S 


12, Find out Net Income from the following figures relating to the 
^ year 1979 : 


Opening Stock 

10,000 

Purchases 

25,000 

Direct Expenses 

1,000 

Closing Stock 

5,000 

Operating Expenses 

3,000 

Sales 

40.000 

Ans. Rs, 70fi00, 



(S.S.C. Delhi, 1980) 
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13 . 


14 . 


15 . 


Ascertain the cost of goods sold from the following : 


opening Stock 
Purchases 
Direct Expenses 
Indirect Expenses 
Closing Stock 


8.500 
35,700 
8,400 
5,200 
9.600 

(Delhi S.S.C.. 1980 Comptt.} 


In each of the following cases indicate the alternative which 

you consider to be correct : 

The liabilities of a firm are Rs. 3,000 ; the capital of the prop- 
rietor is Rs. 7,000. The total assets are 
(/) Rs. 7,000, (;0 Rs. 10,000, (Hi) Rs. 4,000. 

Ans. — Rs. 10,000 

The assets of a business on ^Ist December, 1980 Me wo^ 

Rs. 50,000, its Capital is Rs. 35-,000. Its Jiabilities on that date 
shall be-Rs. 85,000, Rs. 15,000, Rs. 35,000. 

Ans. *Rs. 15,000 


16 . Calculate total Assets if : — 

(i) Capital is Rs. 40^000 ; 

(«•) Creditors Rs. 25,000 ; 

{in) Revenue during the period is Rs. 50,000 ; and 

(iv) Expenses during the same period are Rs. 40,000. 

17 . Taking the profits and losses also into consideration, state with 
the help of Accounting Equation, what will the Assets be equal 
to 7 

{D.S.S.aE, 1978 [C]) 


Practical 

1 . Show the Accounting Equation on the basis of the following 
transactions 

Rs. 

(/) X started business with Cash 10,000 

(n) Purchased goods on Credit 5,000- 

{Jii) Furniture purchased for Cash 1,000 " 

(iv) Sold goods (costing Rs. 1,600) for Rs. 2,000 

(v) Sold goods on credit (costing Rs. 800) for 1 ,200 

(vi) Bought goods worth Rs. 1,975 (Paid 

Rs. 975 in Cash, balance on credit.) 

(v/i) Drew for personal use 200 

<v«7) Paid for Salaries 300 

^ </x) Paid on his debt 1,300 
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2, Develop the Accounting Equation with the following transac- 
tions. 

(/) S. Kumar started business with Cash Rs. 20,000. 

(/7) Purchased goods worth Rs. 6,0u0 for Cash. 

(ill) Purchased goods for Rs. 8,000 on Credit. 

(/V) Paid for Wages Rs. 100. 

(v) Paid for Rent Rs. 500. 

(vO Furniture purchased for Rs. 200. 

(vii) Sold goods (Costing Rs. 2,000) for Rs. 2,500, 

(viii) Sold goods (Costing Rs. 2,500) for Rs. 3,000. 

(£x) Rent Outstanding Rs. 200. 

3. Develop the Accounting Equation with the following transac- 
tions : 

(/) Mr. Flower started his business with Cash Rs. 20,000 

(ft) Business increases Cash by borrowing Rs. 8,000 

(i7i) Furniture purchased for Rs. 2,000 

(jV) Goods purchased from Rose for Rs. 2,000 

(v) 50% of the goods is sold for Cash Rs. 1,400 

(vi) If rent of the shop is Rs. 40 per month and the rent is 
paid on 1st day of the next month. In this case Rs. 440 
would be paid out of cash and Rs. 40 would be out- 
standing. 

4. Arvind had the following transactions. Use Accounting 
Equation to show their effect on his assets, liabilities and capi- 
tal : 

(0 Invested Rs. 15,000 in Cash. 

(ii) Purchased securities for Cash Rs. 7,500. ‘ 

(///) Purchased a home for Rs. 15,000 giving Rs. 5,000 in 

Cash and the balance through a loan. 

(iV) Sold securities costing Rs. 1,000 for Rs. 1 500. 

(v) Purchased an Old Car for Rs, 2,800 Cash. 

(v/) Received Cash as salary Rs. 3,<SO0. 

(vii) Paid Cash Rs. 500 for loan Rs. 300 for interest. 

(yiii) Paid Cash for household expenses Rs. 300, 

(/>) Received Cash for dividend on securities Rs. 200. 

(A// India Hr. Sec., 1975^ 

5. Anil had the following transactions : — 

(/) Commenced business with cash Rs. 50,000. 

(//) Purchased goods for Cash Rs. 20,000 and credit Rs. 
30,000. 

(Hi) Sold goods for Cash Rs. 40;000 costing Rs, 30,000. 
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(/v) Rent paid Rs. 500. 

(v) Rent Outstanding Rs. 100. 

(vi) Bought furniture Rs. 5,000 on credit. 

(vii) Bought refrigerator for personal use Rs. 5,000. 

(viii) Purchased building for Cash Rs. 20,000. 

(All India H. S. ComptL, 1976) 

6 . Prove that the Accounting Equation is satisfied in all the 
following transactions of Suresh : — 

(0 Commenced business with Cash Rs. 60,000. 

(//) Rent paid in Advance Rs. 500. y 

{Hi) Purchased goods for Cash Rs. 30,000 and Credit 
Rs. 20,000. 

(/v) Sold goods for Cash Rs. 30,000, Costing Rs. 20,000.j 

(v) Paid Salary Rs. 500 and Salary Outstanding Rs. 100. 

(vi) Bought motor-cycle for personal use Rs. 50.000. 

{All India H. S. 1977) 

7. Prepare accounting equations on the basis of the following : — 

(/) Rahim started business with Cash Rs. 20,000 

(//) Rahim purchased furniture for Cash Rs. 2,000. 

(m) Rahim paid rent Rs. 200. 

(/v) Rahim purchased goods on credit Rs. 3,000. 

(v) Rahim sold goods (Cost price Rs. 8,u00) for Rs. 13,000 
on cash. 

{Delhi Senior School Certificate Exam,^ 1978) 



{a) Justify the statement that ‘Accounting Equation* 
(A=L+C) holds good under all circumstances. Give ' 
at least two illustrations. 

(^) Show the accounting Equation on the basis of the 
"*~>llowing transactions and present a Balance Sheet on 
tiic last new equation balances. 

Rs. 


(0 Mohan commenced business with Cash 70,000 

(//) Purchased goods on Credit 14,000 

{Hi) Withdrew for private use 1,700 

(zV) Goods purchased for Cash 10,000 

(v) Paid wages 300 


(v/) Paid to creditors 

{vii) Sold goods on credit for 

<v/zz) Sold goods for Cash (Cost price was Rs. 3,000) 
(zx) Purchased furniture for 


10,000 

15.000 

4.000 
500 


{All India Senior School Certificate Exam*^ 1978) 




Accounts and Ledger 


Introdoctioii 

We have seen in the last chapter that each business: 
transaction had its effect on the accounting equation or the balance 
sheet. Since the transactions were very f^w (m iltustration)^ 
each ' transaction was recorded directly and each time a new 
accounting equation or balance sheet was prepared. But this 
System is not possible in real life situation of a business concern. 
It is not possible firstly because of the innumerable transactions 
taking place in actual business operations each dav. Secondly 
such equation will show the financial position of assets and •equities 
on a particular date viz. a points of time and v/ill not be able to show 
the position over a period of time. That could be possible only by 
analysing the entire series of such equations, which is almost 
impossible for any business organisation. Thirdly such equations do- 
not provide a total picture of any single item of asset, liability, 
revenue or expenditure in particular. 

Acconnts 

'“^It is because of these limitations of the accounting equation 
procedure, that in actual practice a device is used in recording 
and summarising the decreases and increases in each asset or 
equity item. (' All the transactions of like nature pertaining to a 
particular type of item are recorded at one place and instead of 
showing the effect of each individual transaction on accounting 
equation, their cumulative effect is shown at the end of the accoun- 
ting period. Such a record of individual items is called an account. 
In other words recording of all the transactions of the like nature 
concerning a particular items, at ihe same place is called an account. 

Ledger 

The book designed to record the various accounts maintained 
by a business concern is called Ledger. It may be a bound book or 
in the form of a file having loose leaves- 

Form of an A/c 

The form of an account is the division of a page on two halves 
by a vertical line which looks like the letter T. The left hand side is 
called the Debit side and the right hand side is called the Credit 
side. Each side has four columns which give details of the transac*- 
tion recorded in it. The proforma of an account is as under : 

lobul Llkr^. 
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Debit 


ACrOUNT PROFORMA 


Credit 



Date I Particulars L.F. xmouni 


Date Particulars 


L.F. 


Rs. 


Cr. 

AmoQot 


Rs. 


To A/c 


By A/c 


Explffnation of Profomia 

'^An account is divided into two halves. Left hand side is called 
the Debit side and the right hand side is called the Credit side. At the 
top in the centre the name of the title of the account is given. ‘A/c’ is 
used as an abbreviation of the world account. Each side has four 
columns. First column is for date The year is written at the top and 
under it the name of the month and date is given. Second column is 
for particulars. It gives in brief the nature of the transaction. Usually 
the name < f the other account, which is affected by the transaction, 
because cfthe ‘duality aspect’ of the transaction, is written in it 
The page number of the account whose name has been written in 
particulars columns is shown in the third column under *L.F. . The 
fourth column records the amount of the transaction. It is also cus- 
tomary to write ‘To’ in the begining of the particulars column on 
the debit side and ‘By’ on the credit side. 


De^ and Credit 

When we record an entry on the left hand side in an account, 
we say we are recording on the ‘debit side*. Here the word ‘debit’ is 
used as an adjective and refers to the left hand side of the account. 
When we say that we have debited the account, we arousing the word 
‘debit’ as a verb and mean to say that we have recorded the transaction 
on the left hand side of the account {viz. debit side). When we say that 
these are the ‘debits* of a particular account, we use it as a noun 
and mean to refer to the amounts recorded in the amount column 
of the debit side. The same thing applies to the word ‘credit’. As 
an adjective it refers to the credit side, as a verb it means recording 
entries on the credit side and as noun it refers to the amounts 
on the credit side. ‘Dr.’ is used an abbreviation for the word 
debit and ‘Cr.’ as abbreviation for the word credit. 


A note of caution must be made here. The words Dr. and Cr. 
* should not be confused to mean increase and decrease in respective 
accounts. We have seen in the previous chapter under accounting 
equation, that an increase in an asset results in a corresponding 
increase in liability. Under the concept of ‘duality’, one account will' 
be debited and the other credited. The asset account will be debited 
showing increase and the liability account will be credited and this 
credit will also represent increase. 
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Another point to be remembered is that whenever there is 
revenue gains or jn-ofits, the capital or owner’s equity increases, and. 
the same decreases with every expenses or loss. But the transactions 
pertaining to revenues and expenses are not recorded in capital 
account for if so done, we shall not be able to know the cumulative 
effect of individual item of expense or revenue on the capital. These 
transactions are recorded separately in their respective accounts and 
their collective effect is transferred to capital account through Profit 
and Loss account. 


While recapitulating what has been said in the previous chap- 
ter regarding increase or decrease in the two expressions of the 
accounting equation, we may also try to understand as to when an 
increase would result in debit entry or the credit entry in any parti- 
cular account. The rules regarding debit and credit can be summed 
up as under : 


Rules of Debit and Credit 


1 . Debit the increases and Credit the decreases in Assets. 

2. Debit the decreases and Credit the increases in Liabilities. 

3. Debit the decreases and Credit the increases* in Capital. 

4. Debit the decreases and Credit the increases in Revenue. 

5. Debit the increases and Credit the decreases in Expenses. 


The same rules can be illustrated through following representa- 


tion 


( 1 ) 

ASSETS 


( 2 ) 

LIABILITIES 


Debit ' 

Increases (+) 

Credit 

Decreases (— ) 

Debit 

Decreases ( — ) 

1 

Credit 

Increases (-h) 


(3) 

CAPITAL 



Debit 

Decreases ( — ) 

Credit 

Increases (+) 


(4) 

EXPENSES 

(5) 

REVENUE (PROFIT) 

Debit 

Increase (-1-) 

Credit 

Decrease ( — ) 

Decrease ( — ) 

Credit 
Increase (+) 


It may be noted that debit means increase in asset as also 
increase in expenses (rules 1 and 5). Debit in assets (increase) is 
favourable to the firm but a debit in expenses (increase) is not 
favourable. Likewise a credit in liability (increases) is not favourable 
to a firm but credit in revenue (increases) is favourable (rule 2, 3 
and 4). l^hm the use of the words debit and credit should not be 
understood to mean favourable or unfavourable things. They simply 
describe the two sides of the different accounts. 
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Now let us take an example of a few transactions^ its accounting 
equation and the entries in different A/cs in Ledger : 


Transactions 


(f) Ram Lai Commenced 
Business with Cash 
Rs. 20,000 

(fi) Purchased goods Rs. 

10,000 

(tii) Cash withdrawn for 
personal use Rs. 500 

(/v) Borrowed money 
Rs. 3,000 from Bank 

(v) Repaid talf of the 
amount borrowed 

(v/) Expenses paid 
Rs. 700 

Balance 


Total Assets 


Liabilities I Owner’s Capital 



w 

' 


+20,000 


+20,000 

+ 10,000 

+10,000 


-500 


-500 

+3,000 

+ 3,000 


-1,500 

1 

1 

- 1,500 


—700 


-700 


30.300 H- 11.500 -f 


18,800 


/ 


The same can be represented in another form showing increases 
separately in dif ferent items as under : 

Owner’s Capital 


Total Assets 


= Liabilities 


H- 


Increases 

Decreases 

Decreases 

Increases 

1 

Decreases 

Increases 


1 






(0 20,000 


(Hi) 



(//) 10,000 

(Hi) 

500 



(V) 



(iv) 3,000 

1 




(V/) 




(V() 

700 


Total 

33,000 

2,700 

1,500 

13,0001 

1,200 

20,000 


I 

Balance 30,300= 


E.B.K. (3) XI 


11,500 


+ 


18,800 
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Note, Transactions are to be looked from the point of view of 
the business. 

Wonsactioos 

(i) Ram Lai coitimcnced business with cash Rs. 20,000. Cash 
has been received and an asset has been created. Hence 
‘Cash A/c’ has been debited. Simultaneously Ram Lai 
(owner) has become a creditor and a liability (owner’s 
equity or capital) has been created. Thus ‘Ram Lai’s 
Capital A/c* has been credited. 

(//) Purchased Goods Rs. 10,000, Goods have been received 
and asset added. Hence ‘Goods A/c’ has been debited. 
Simultaneously cash has been paid and so cash (asset) has- 
decreased. Thus ‘Cash A/c’ has been credited. 

(Hi) Cash withdrawn for personal use Rs. 500. Cash has beea< 
paid and thus cash (asset) has decreased. ‘Cash AccounC 
has been credited. Simultaneously a Liability (owner’s 
equity or capital) has also been reduced to the same* 
extent and thus ‘Ram Lai’s Capital Account’ has been’ 
debited. 

(fv) Borrowed money from Bank Rs. 3,000. Cash has been* 
received and thus an asset increases. So ‘Cash Account’ 
has been debited. Simultaneously a Liability has been 
created to the same extent and so the ‘Bank Account’ 
has been credited. 

(v) Repaid half of the amount borrowed Rs. 1,500; Cash 
has been paid and thus an asset decreased. So ‘ Cash 
Account' has been credited. Simultaneously the Liabi- 
lity (loan) has been decreased to the extent of Rs. 1,500' 
and so the ‘Bank Account’ has been debited. 

(W) Expenses paid Rs. 700. Expenses have been incurred and 
paid. It affects the owner’s equity but separate Accounts 
are maintained for all expenses and revenues As such 
‘Expenses Account’ has b^n debited. Simultaneously 
cash (asset) has decreased to the same extent. Thus ‘Cash’ 
Account' has been credited. 

Now let U.S take up another example to illustrate the effects of' 
different transactions on the two A/ci involved in each transaction. 
This illustration wid also show that debit in case of certain A/cs 
would increase the amount and in case of certain other A/cs it would' 
decrease the amount and vice versa : 

Note; In this illustration six traosactfons have been taken as 
examples. The first column shows Serial No-. The second, shows 
the transaction and columns three to seven shows the analysis of the 
transaction. The third showing the two Accounts involv^ in the 
transaction, the fourth the classification of the accounts. The first- 
shows how these Accounts are affected by the transactions, viz., in- 
crease or decrease in them. The sixth and sevenths shOLivs. thfr 
Accounts that are to be debited and credited. 


ANALYSIS OF TRANSACTIONS 


s 

No. 

Transac- 

tions 

Two A/C9 
Involved 

1 

1 

\ 

Classihca- 
tioQ of 
Accounts 

Kow 
a ffected 

i 

A/ c to t.e ■ 
debited 

A/c to be 
Credited 

I. 

Started bust* 
ness with 

Cash 

Property A‘c 

Increased 

Cash 

20.000 



Rs. 20.000 

1 

i 

1 Capital 

1 

1 

Capital A/c 

Increased 


Capital 

20.000 

*2. 

Purchased 
goods for 

Goods 

Property A/c 

Increased 

Goods 

8.0C0 



Rs. 8,000 

j 

Cash 

Property A/c 

Decreased 


Cash 

8.000 

3. 

Furniture 

Purchased 

1 

Furniture 

Property 

Increased 

Furniture 
4.0 0 



Rs. 4,000 

1 Cash 

property 

Decreased 


Cash 

4.000 

4. 

Salaries 

piid 

Salaries 

Expense 

Increased 

Salaries 

200, 



Ks. 200 

1 

Cash 

Properly 

Decreased 


Cash 

200 

5. 

Paid X 
(a creditor) 

X 

Liability 

Decreased 

X 

500 



Rs. 500 

Cash 

Property 

Increased 


Cash 

500 

6. 

Interest 

received 

Cash 

Property 

1 Increased 

Cash 

50 



Rs. 50 

Interest 

Income j 

Increased 

1 

Interest 

50 


In the above represectation we have shown in a consolid?»ted 
form as to how each individual transaction will have its effects on 
the two A/cs and the asset and equity position. We see below the 
effect of each transaction on an individual A/c« 
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LEDGER ACCOUNTS 


Cash Account Capital Ac 

Debit Credit Debit 

count 

Credit 

Increases (-t-) 

Decreases ( — ) 

Decreases ( — > 

Increases (+) 

1. To Capital 

20,000 

6. To Interest 50 

2. By Goods 8,000 

3. By Furniture 

4,000 

4. By Salaries 200 

5. By X 500 


1. By Cash 20,000 

1 

Furniture Account ' 

Debit Credit Debit X Credit 

Increases (+) 

Decreases (*— ) 

Decreases (— ) 

Increases (+) 

3. To Cash 4,000 

t 


5. To Cash 500 


Goods Account Interest (Revenue) Account 

Debit Credit Debit Credit 

Increases ( Decreases (-) 

1 Decreases (-) 

Increases (+) 

2. To Cash 8.000 

• 


6. By Cash 50 

nehit Salaries Account Credit 


Increases (+) 

Decreases (— ) 


4. To Cash 200 




Classification of Accounts 

While discussing the accounting equations a little earlier, we 
observed the following kinds of accounts ; 


(i) Assets A/c or Property A/cs — All such A/cs which arc the 
re>ources of the firm and are known as assets fall under this cate- 
gory Cash A/c, Goods A/c, Debtors A/c are the example?. 


{ii) Creditors' equity A/cs or Liabilities A/cs— All such 
A/cs which are the creditors of the firm, / e., to whom the firm owes 
something (other than the owner) fall under this category. Examples 
are Loan A/c or Bank overdraft A/c, individual creditor’s A/cs. Bills 
payable A/c, etc. 
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na,npr‘<i eauitv Of Capital A/c or Proprietor's A/c- 
Accounts relating to Svner^or®°hfs wi^dra- 

Jlii*(Dra win“s^A/c? wTu also fa.l under tHe same category. 

------ 

(received) A^c. 

tv'l Expenses A/cs— They relate to items of expenses or expen- 
diture oV the firm, like Salaries A/c, Wages A/c, Rent A/c, etc. 

From the above it becomes clear that the accounts always 
1 tn either Persons (including firms), things and income 
"expenses Accordingly another classilicat.on of A/cs has been made, 

which is more popular ; 



Peronal Accounts 


Impersonal 


Accounts 







Real Accounts 

Nominal Accounts j 


Revenue or Expenses 
Accounts 


Temporary A.ccounts 


We shall now attempt to clearly explain ca^h kind of A/c under 
this classidcation : 

1. Personal A/cs— When the business transactions are made on 
credit, i.e., when payments for goods or services are postponed for 
future dates or advances made for goods or services to be received in 
future, entries in such A/cs are made. When such an A/c refers to 
some person’s name(s) it is called natural personal A/c. when it refers 
to some Incorporated Companies, Insurance Co. or Bank, etc., it is 
called artificial personal or notional personal Ajc. And when it refers 
to outstanding or prepaid expenses it is called representative 
personal Ale, Outstanding rent A/c, prepaid insurance A/c, etc , are 
the examples of such representative personal A/cs 

2. Real A/cs. These A/c> stand for the resources or the 
properties of the firm. These again can be tangible real Ales like 
cash A/c, buildings A/c or intangible real A cs which are of value to 
the firm, but intangible, like goodwill A/c, trade mark A/c, etc. 
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3. Nominal A/cs— All such A/cs which pertain to the income 
or expenses of the business concern fall under this category. 
Examples are salaries A/c, wages A/c, rent A/c, etc. They are also 
called revenue and expenses A/cs Sometimes they are also called 
temporary A/cs in America It is so because of the nature of such 
A/cs, which are always transferred to the Profit and Loss A/c. They 
have a temporary life till the preparation of Final A/cs. 

Recording transaction and rales thereof 

It has already been discussed earlier, that each transactions will 
involve two A-cs simultaneously, one on the Dr. side and the other 
on the Cr. side This system of recording one transaction at two 
places (one on the Dr. side and other on the Cr. side) is based on 
the dual aspect of the transaction and is called *doub]e entry system 
of book-keeping*. 

Roles of Double entry system 

A set of rules have been evolved to facilitate the application 
of the principle of duality, while recording transactions in the books 
of a firm. Under the double entry system, when a transaction takes 
place, one A/c is debited and another A/c is credited. We shall now 
see howand why such decisions are taken. 

The A/cs have been classified und^r three categories : (0 Per- 
sonal A/cs, (/7).Real A/cs, (z77) Nominal A/cs. The rules in respect of 
each kind are as under. 

I The rules in respect of Personal A/cs are : 
i) Debit the receiver ; and 
(//) Credit the giver. 

II. The rules in respect of Real A/cs are : 

(/) Debit what comes in ; and 
(//) Credit what goes out. 

III. The rules in respect of Nominal A/cs are : 

(0 Debit all expenses and losses ; and 
(//) Credit all gains and profits. 

Note. A point may better be clarified here. It is never 
necessary in any transaction to apply both the rules pertaining to 
one kind of A/c. It may, it may not. 

Example 

Let us now see its application with the help of a few*exaniples* 

1. Goods sold to Sita Ram. ‘Sita Ram* is the receiver (of 
goods) and simultaneously ‘Goods’ are going out. Hence Sita Ram's 
A/c will be debited and Goods A/c credited (Rule I (rt and Rule 

II UO). 

2. Goods bought from Ram Lai. Here Goods have come in 
and Ram Lai is the giver. So Goods A/c will be debited and 
Ram Lai s A/c credited* (Rule II (/) and I (W)). 
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•3. Gnods bought for cash. . bfdebiterand cash A/c'^crld?- 

is going out. So Goods A'c will be deb 

penaEg been applied as both the A/cs are 

4 Paid salaries. Here salaries is an expense and cash go‘°| 
out So salaries A /c will be debited and cash A/c credited 

[Rule III (0 and Rule II (h)]. 

Balancing of Accounts , fiu- 

All the accounts are closed and balanced at t 
accounting period. For this purpose debit and c^ed t sides e ^ 

account areVeparately added. The smaller towl is °re 

the larger total and thus the balance IS total If 

eaualled bv putting this balance on the side with smal^r 

S“„S oir .he cedi, side Is more, i. I. celled . 

vice versa. If both the sides of an account are equal that account 

not balanced but only totalled. 

In case of Personal and Real rieHit*side*is 

we write ‘To balance c/d’ on the debit side and if the 
less we write ‘By Balance c/d’ o-, the «ed.t side. Then these 
balances are brought down to the next year by writing To Balance 
b/d’ or ‘By Balance b/d’ on the opposite side. Nominal acwunts are 
not balanced but are transferred to either Trading A/c or ProBt and 

Loss A/c. 

Balance of a Goods A/c »hows gross preht or loss If business 

expenses are deducted from the gross profit it will sho w net P*"® • 

To find out gross profit the closing stock is also entered on the creaii 
side of the Goods A/:. If credit side of the Goods A/c is greater, it 
will result in gross loss. Both, gross profit or gross loss will 
be transferred to the P. & L. A/c. 

Let us have an illustration to show its posting in various A/cs 
and their balancing : 

Hlastration 3-1 

The following are the transactions : 

1981 

Anil Kumar started business with cash 
Goods purchased from V, Prasad on Credit 
Goods sold to Prem Chandra 
Goods purchased from Sohan Lai for Cash 
Paid for wages (Unproductive) 

Goods purchased from Prem Chandra 
Goods sold to Om Prakash 
Goods purchased from Chiranjit 
Paid for interest 

Goods purchased from Om Prakash 
Cash received from Prem Chandra 
Cash paid to Chiranjit 
Paid for Rent 

* 

Closing-stock 


Jan. 

1 


2 

S3 

3 

9f 

4 

9> 

5 

9f 

15 

99 

17 

99 

21 

99 

23 

99 

24 

99 

28 

99 

31 


31 


31 


Rs. P. 

5,000-25 

200-50 

500*12 

400*75 

50*16 

100*19 

50*75 

300*60 

15*20 

200*18 

' 100*50 
300*60 
10’50 
800*00 


Solution 

Dr, 


CAPITAL ACCOUNT 


Cr. 


Date 


1981 
Jan .31 


Particulars 


To Balance c/d 


Dr, 


Dr. 


cu 


Amount 


Rs. 

5,000*25 


5,000*25 


Date Particulars 


* 


1981 , 

Jan. 1 By Cash A/c 


Feb.31 By Balance b/d 
Feb. 1 By Net Profit tr., 
from P&L A/c 1 


Amount 

Rs. 

5,000*25 

5,000*25 

5,000 25 
72*79 


CASH ACCOUNT 


Cr. 


1981 
Jan. 1 

» 28 

1 

To Capita] A/c 
To Prem 
Chandra 

« 

Rs. 

5.000*25 

100*50 

1981 
Jan. 4 

» 5 

23 

» 31 

31 
„ 31 

By Goods A/c 
„ Wages A/c 
„ Interest A/c 
„ Chiranji i 
A/c 

„ Rent A/c 
„ Balance b/d 


Rs. 

400*75 

50*16 

15-20 

300*60 

10*50 

4,323*54 

Feb. 1 

1 

To Balance b/d 

5,100*75 

4,323*54 




5,100*75 


GOODS ACCOUNT 


Cr. 


1981 
Jaa. 2 
.. 4 

.. 15 
„ 21 
24 

M 31 

To V. Prasad 
Cash A/c 
„ Prem Chandra 
„ Chiranjit 
„ Om Prakash 
„ Gross Profit 
tr. to P&L. A/c ; 

1 

Rs. 
200*50 
400 75 
100*19 
300*60 
200*18 

148*65 

1981 
Jan. 3 
17 
» 31 

By Prem Chandra 
„ Om Prakash 
,, Balance c/d 
(Closing Stock) 

1 

Ra. 

500*12 

50*75 

800*00 

1 

1 

1 


1.350-87 

1 

1 

1.350*87 

Feb. 1 

To Balance b/d 

1 


800*C0 





Or. PREM CHANDRA Cr. 






Dr: 
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V. PRASAD 


Cr 


1981 
Jan. 31 

To Balance c/d 


2«)*50 

1981 
Jan. 2 

Feb. 1 

By Goods A/c 

By Balance b/d 


Rs. 

200-50 

2C050 

Dr. 


rent account 

cr. 

1981 
Jan. 31 

To Cash A/c 


m 


By P* & L. A/c 

( 

Rs. 

10*50 

Dr. 


WAGES ACCOUNT 

Cr. 

1981 
Jan. 5 

To Cash A/c 

1 


Rs. 

50*1 6 

1 

1981 
Jan. 31 

1 

1 

1 

1 1 

ByP. &L. A/c 

1 


Rs. 

50 16 

Dr. 


INTEREST ACCOUNT 

Cr. 

1981 

1 


4 

1 

Rs. 

1981 



Rs. 

Jan. 23 

To Cash A/c 


15-20 

Jan. 31 

By P. & L. A/c 


15*20 









Dr. 


OM PRAKASH 


Cr, 

1981 


1 

Rs. 

1981 


1 

Rs. 

Jan. 17 

To Goods A/c 


50*75 

Jan. 24 

By Goods A/c 

■ 

200-18 

Jan. 31 

To Balance c/d 

1 

149-43 



1 



' 


200*18 



1 

200* 18 



I 


Feb. 1 

By Balance b/d 

1 

149*43 


CHIRANJIT ACCOUNT Cr. 


1981 
Jaa. 31 


To Cash A/c 


Rs. 

300-60 


1981 
Jan. 21 


By Goods A/c 


Rs. 

300 60 
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Standard Questions 

I. What is the object of preparing an account 7 Give a speci- 

Z “ classify Accounts on the basis of Accounting Equation. 

3. What is meant by ‘Double En^ ^ 

three stages in Double Entry System of Book-keeping 7 

4 Mention the classes into which Ledger Accounta are 
divided ? Give half a dozen instances of each of these 

5. my tb. Dpubte Ebcn. Sy.»m i. ^^5 

system of Book-keeping ? ' 

6. State and explain the principles of ‘Double Entry System’ 
of Book-keeping. Give its advantages. 

7 “For every debit amount there is wnesponding credit 
amount under the Double Entry System of Book-keeping. 

Explain this statement with examples. 

8. Explain the principles of Double Entry System of Book- 
Keeping What are its advantages. 

9. (I) Explain “Every debit has got a credit and versa . 
(«) State the classification of ledger accounts with two 

examples of each. {d.S.S.C.E. 1978) 

,0. ft. Double systuft of 

II. From the following particulars prepare Proprietor’s 
Capital Account : 

Commenced business with Cash 
Net Loss as per P & L A/c 
Drawings during the period 


Oct. 1. 1978 
Dec. 1, 1978 


Rs. 20,000 
Rs. 1,800 
Rs. 1,500 


ft tf 


{D.S.S.C.E. 1978) 


4 

Recording Transactions 

(Jonrnal— Posting into Ledger and Voucher System) 

Introduction . 

In the previous chapter while dIrLtly hi the 

posting, we saw that the transactions . system is 

two A/cs related with each business transaction Suc^^ 

debits and credits are scattered over the ^ transac- 

not be possible to correlate dibit and credit asp know the 

tion, if such a need arises Secondly, it is not possible to know the 

chronological (date wise) record o( ‘'‘ansactions which may ^ecome 

necessary for a businessman to know, rh,rdly the details of the 
entry are not available in ledger as there is no description *0 ^ 
and why such an entry has been made. Fourthly and lastly there are 
jester chances of comniittiog mistakes and fewer chances o ei 

being detected easily. 

(Accounting Cycle) 


Analysis of 
Transactions 


Financial 

StalemenTs 


Adjustments 


Trial Balance 


Journal — 

/ 1. Cash Book 

2. Purchases book > 

3. Sales Book 

4. Purchases Return Book 

5. Sales Return Book 

6. Bills Payable Book 

7. Bills Receivable Book J 
K 8. Journal Proper / 


Journal 
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Need and Definition of Journal 

Tn order to overcome these difficulties and for the sake of 
efficiency, a primary subsidiary book for recording the day to day 
transactions in a chronological order, giving the relevant supplement 
tary information, is maintained. It is called journal. Journal xSy 
therefore, a book of primary record and often called a ‘book of origi- 
nal entry’. This is also called a ‘Day book’, perhaps because of ite 
name having been derived from a French word ‘Jour* meaning ‘day’. 
Prof. Carter has defined Journal ‘as originally used, was a book of 
prime entry in which transactions were copied, in order of date from 
a memorandum or waste book The entries as they were copied, 
were classified into debits and credits, so as to facilitate their being, 
posted afterwards in the Ledger.” Journal can thus be defined as a 
book wherein the Ajes to be debited and that to be credited are specified 
together with explanation for the entry This explanation is called 
*naiTatioh’, The record of any particular transaction in journal is 
called ypMma/ and the word is used as a noun. The process 
of recording is called journalising and the word is used as a verb. 

Ledger and Journal 

Ledger, called the principal book, remains the main book io- 
accounting and provides the complete analytical record of all 
transactions connected with each person, property, income, or 
expenditure. Journal helps in preparation of various accounts in 
ledger. That is why it is called a *book of original entry’ and- 
ledger a book of ‘final entry’. The two serve different purposes. 

Advantages of Journal 

The use of journal provides the following advantages : 

(/) Its use reduces the chances of errors in the books of 
accounts. As both the accounts affected by a transaction are recorded 
side by side, comparison can easily be made. But if direct, entries are 
made in ledger, there is a possibility of a wrong amount being 
written either on debit or on credit side of any of the two accounts. 

(/i) Narration in journal entries enables one to understand 
the entry properly. It can provide complete information about the 
transaction at a future date. 

(/h*) It provides a permanent record of all the traDsactions> 
date-wise and can thus help in auditing also. 

(iv) It also helps in locating errors, if they are so made. 

(v) When journal is sub-divided into other subsidiary books 
(we shall read about them later) it helps administration of office- 
work as the work can be conveniently divided among different 
persons. 

Limitations of Journal 

Inspitc of it so many advantages, it has its own limitations : 

(i) A single journal for a big business will become too bi£ 

and unwteldly a book. 
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(fi) It fails to provide the information which normally will be 
required by a businessman, e.g., cash balance in hand at the end of 
each day, total amount of debtors and creditors at a particular time, 

<tc. 

Sob-division of Journal 

It is because of these limitations, that its use has been restric- 
ted for only those transactions that are not very many, and journal 
is divided into many subsidiary books. (We shall read ab^ut 
•sub-division of journal soon after and details about these book^ in 
later chapters). 

Proforma of Journal 

The following is the proforma of journal : 


JOURNAL 



Rnling of journal. This book is divided into following five 
columns : 


1. Date, fn this column the date of the transaction is entered 
— The year is written on the top only once. For example, 5th Jan., 
1981 and 7th Jan., 1981 will be recorded as follows : 

1981 

Jan. 5 

.. 7 

2. (a) Particulars. In this column full detail of a trans- 
action is recorded. Accounts to be debited are indicated by the 
word ‘Dr.’ and the accounts to be credited start with the word ‘To’. 
■(However the modern practice is more and more to omit writing of 
these words). In this column narration of the entry is also given. 

(b) Narration. In every Journal entry foil explanation of 
the transaction is given. This will help to know in future as to why 
was the account debited or credited. This explanation, below every 
Journal entry is called ‘Narration’. It is necessary to write narration 
in Journal. 

3. Ledger Folio. In this column the page number of the 

ledger is recorded where it has been posted from the Journal. 

( 

4 . Amount. Two columns are prepared for the amount. In 

one column debit amount is written and in the other column credit 
amount is written. 
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JoarnallitiiS 

Wc shall now see the process of recording the journal entries 
in the Journal. This is called Journalising, Before an enti^r for an3r 
business transaction is recorded in Journal, the most important 
decision, as to which account is to be debited and which account 
is to be credited, is to be taken. This decision is based on the 
basic rules of accounting which were discussed in the previous chap- 


ter on LedgeopC Let us once again recapitulate them before pro- 
ceeding further. These rules are : 

L For ^rsonal Accounts : 

(0 Debit the receiver; and 
(/i) Credit the giver. 

II. For Rea! Accounts : 

(j) Debit what comes in; and 
U'i) Credit what goes out, 

III. For Nominal Accounts : 

(0 Debit all expenses and losses ; and 

(ii) Credit all gains and profits. 

Now let us take some concrete sample business transactions- 

and analyse them for purpose of journalising. The mam 

is to understand as to Aow and w/i^ a particular account is 

and the other is credited. In this analysis, emphasis has been laid 
on the -particulars’ column of the Journal only. The complete 
entries in Journal will be shown in the illustrations that will follow. 

Analysis of some sample business transactions 

1 Sandeep Kumar started business with Rs. 20,000. ^rom 
accountancy point of view business is » separate entity So the 
existence of the business is different from a businessman The double 
effect of the above transaction will be Cash balance of the 

business will be increased by Rs. 20.000 on the one hand and the 

Capital of the business will also be created by 

other hand. Cash is an asset and according accounting equation 

any Increase in the asset is debited. So the Cash A/c will he 

debited aud increase in Capital is credited. So the 

be credited. Following entry will be passed for the above trans 

action : 


Cash Account 

To Capital Account 


Dr 


2. Goods purchased for Cash Rs. ^ . 

accounts in this transaction. Goods A/c and Cash A/c 
Assets A/c. The result of this transaction will decrease a 

i^easT in goods. Increase in an asset is debited, so the Goods 

A/c will be debited. Decrease in asset 
A/c will be credited. Follouriug entry ■ 

Goods Account 

To Cash Account 



is credited, so the Cash- 
be passed : 

'Dr. 
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3 Goods pnrcbased from Sanjay Kainar on for 

Ss 3 000 This transaction again involves two accounts, Go^ Ajte 

Kumar’s A/c Goods A/c is an Asset. Goods are 
^ ^ hv th^ [ranVaciion. So the Goods A/c will be debited. 
SeXr amount is that of Sanjay ^mar ‘Creditor’ which in«ea- 
ses the liabilities of the business. Such an increase is credited. Folio- 

winge entry will be passed : 


Goods Account 

To Sanjay Kumar 


Dr 


4 Goods parchased for Cash Rs. 2,000 The double effect 
nf this transaction will be that on the one side the a^ets in the form 
of goods will be increased and another assc^ cash wll be d^eased. 
The transaction involves two accounts. Goods A/c and Cash A c 
and both of them are Assets. Therefore, C^ods A/c will be debited 
because stock of goods is increased and Cash A/c will be credited 
because Cash balance is reduced. Following entry will be passed : 


Goods Account 

To Cash Account 


Dr 


5. Goods sold to Anil Komar on Credit Rs. 3,000. This 
transaction affects two accounts— Goods A/c and Anil Kumar 
Debtor’s A/c. Sale of goods will decrease the goods and d^re^ 
in an asset is credited So the Goods A/c will be credited Goods 
have been sold on credit to Anil Kumar. So he becomes the debtor 
of the business. Debtors arc our ‘Assets’ and any increase in assets 
is debited. So Anil Kumar’s account will be debited. Following 

entry will be passed : 


Anil Kumar 

To Goods Account 


Dr 


6. Cash received from Hari Rs. 200. Cash A/c and Hari’s 
A/c are affected by this transaction. Cash has been increased and 
Cash A/c is an Asset. Increase in assets is debited, so Cash A/c 
will be debited. Hari has paid Cash. He was our debtor who is 
no more a debtor after paying Cash. Our asset has been reduced 
Decrease in assets should be credited. So Hari’s A/c will be credited* 
Following entry will be passed : 


Cash Account 
To Hari 


Dr 


7. Received from Bank Rs. 5,000 as loan : This trans- 
action affects Cash A/c and Bank Loan A/c. Cash A/c is an asset aock 
by borrowing cash the assets increase. So Cash A/c will be debited. 
Bank Loan A/c is a liability which should be credited. Following 
entry will be passed : 

Cash Account Dr. 

To Bank Loan A/c 
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8. Paid Salaries Rs. 200, This transaction affects Salaries 
A/c and Cash A/c. Salaries paid will increase the expenses. So 
■Salaries A/c will be debited. It also reduces the Cash balance of 
the business. Cash A/c is an asset. Any decrease in assets should 
be credited. So the Cash A/c will be credited. Following entry 
will be passed : 

Salaries Account Dr. 

To Cash Account 

9. Received Commission Rs. 50. This will affect the Cash 
A/c and Commission A/c. Cash is increased which is an asset. 
It should be debited. Commission received is an income, it should 
'be credited. Following entry will be passed : 

Cash Account Dr. 

To Commission Account 

10. Rent Outstanding. There are certain transactions whose 
benefit has been received by the businessman but he has not yet paid 
for them. These are called outstanding expenses. It means those 
expenses which should have been paid so far but could not have 
been paid due to some reason or the other. Outstanding rent will 
increase the expenses of the business. So the Rent A/c will be 
debited. On the other band liabilities of the firm are also increased. 
So the Rent Outstanding A/c, which represents the persons to whom 
the rent is to be paid, will be credited. Following entry will be 
^passed : 

Rent Account Dr. 

To Outstanding Rent Acco unt 

Similarly if salaries are outstanding, the entry will be 

Salaries Account 

To Salaries Outstanding Account 

11. Goods worth Rs. 20 withdrawn by the propritor for his 
'•personal use. The two-fold effect of this transaction will be that the 

Capital of the businessman will be reduced on the one hand and 
good form the business will also be reduced on the other hand. 
Cash or goods withdrawn by the proprietor for his personal use 
are called Drawings. Goods withdrawn for personal use will reduce 
the Capital, so Drawings A/c should be debited. On the other 
hand due to decrease in asset. Purchases A/c will be credited. 
Following entry will be passed : 

Drawings Account Dr. 

To Purchases Account 

12. Interest Charged on Capital. Interest paid on Capital 
is an expense. Expenses of the business are increased by paying 
interest. Therefore Interest A/c should be debited. On the other 
band the Capital of the business is increased. So the Capital A/c 
should be credited. Following entry will be passed : 

Interest Account Dr. 

To Capital Account 
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(13) Depreciation Charged on Bnildings Rs. 1,000 — Original 
ontry of an asset is done at its cost price. But with the increase 
in business, its value is reduced. Depreciation of an asset is a 
business-expense. Increase in expenses are debited Therefore, 
Depreciation A/c will be debited and Buildings A/c will be credited 
because Building A/c is an asset and any decrease in assets is 
credited. Following entry will be passed — 

Depreciation Account Dr. 

To Buildings Account 


(14) Rcc 2 !ved from Ram Rs 100 out of a loan of Rs- 500— 
In business sometimes a part of the debt is not recovered. Such an 
amount is a business loss and written in Bad Debts A/c. Such 
a transaction affects three accounts, Cash A/c, Bad Debts A/c and 
Ram’s A/c. Cash A/c will increase the assets, so it should be 
debited. Bad debt will increase the business Io>s, so it should 
also be debited. Ram who was our debtor is no more a debtor. 
Liabilities will be reduced, so they should be credited. Following 
entry will jbe passed — 

I 

Cash Account Dr. 100 

Bad Debts Account Dr. 400 


To Ram 


500 


IllDstration 4-1 

Tournalise the following transactions : — 


19^1 



Rs. 

Jan. 

1 

Anil Kumar started business with cash 

10,000 


3 

Goods purchased for cash 

3,000 

$9 

5 

Goods purchased from Sunil Kumar 

2,000 

99 

7 

Goods sold for cash 

1,000 

99 

10 

Goods sold to Bhagwan Behari 

3,000 

99 

12 

Cash paid to Sunil Kumar 

1,000 

99 

17 

Cash received from Bhagwan Behri 

2,000 

• 99 

23 

Paid for wages 

50 

99 

25 

Furniture purchased from Ram Dass 



• 

for cash 

200 

9f 

28 

Paid for interest 

100 

• 99 

31 

Paid for salaries 

100 


'E. B. K. (4) XI 
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Particulars 


1981 

Ian.! 


Cash A/c 

To Capital A/c 

(For Anil Kumar started Business) 


Dr 


Rs. 

10,000 


Rs. 

10,000 




Goods AJc 
To Cash A/c 

(For goods purchased for cash) 


Dr. 




Godds A/c Dr. 

To Sunil Kumar 

(For goods purchased from Sunil Kumar) 


3,0C0 


2,000 



Cash A/c 

To Goods A/c 
(For goods soldTor cash) 


Dr 


1,000 


1 , 000 - 


Bhagwan Behari 
To Goods A/c 

(For goods sold to Bhagwan Behari) 


Dr 


3,000 


3,000^ 


„12 Sunil Kumar 

To Cash A/c 
(For cash paid to him) 


Or 


1,000 


1 , 000 ^ 


^17 Cash A/c Dr. 

To Bhagwan Behari 

(For cash received from Bhagwan Behari) 


Carried Forward 


2,000 


2.000 
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Explanation 

Anil Kamar started Basioess. The businessman never writes 
his own name in his books. The Capital invested in the bcginiyng 
is written in the Capital A/c. 1 his Is a Personal A/ c and 
the owne^ of the Dusiness. The business receives Cash, l^s 
acedrding to the rule ot Real A/c it should be debited and according 
to the rule of Personal A/c, Capital A/c should be credited 

Goods purchased for Cash. The business receives ^ods and 
gives Cash. Two accounts* are affected. Goods A/c and Cash A/c. 
Both are Real A/cs. According to the rule ^ of Real A/c, goods 
received are debited and goods given are credited. So the Goods 
A/c will be debited and Cash A/c will be credited. 


Goods purchased from Sunil Kumar. It implies that goods were 
purchased from Sunil Kumar on Credit. If the name of the seller 
is given and it is not mentioned that the goods are purchased for 
Cash, it s hould he assumed that the gop d^ «re purchased on credit. 
This transaction involves two accounts, one is Sunil Kumar’s A/c 
which is a Personal A/c and the other is Goods A/c which is a Real 
A/c. So according to the lules Goods A/c should be debited and 
Sunil Kumar’s A/c should be credited. 

Goods sold for Cash. This transaction will affect the Goods 
A/c and Cash A/c. Both are real A/cs. Cash A/c will be dd>ited and 
Goods A/c will be credited. 

Goods mM to Shagwau BAari. Here goods have heen sold 
on Credit Goods A/c vs a Keal A/c and goods goes -odt of the 
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business. It will be credited. Bhagwan Behari is the receiver. Hiq 
account will be debited. 

Cash paid to Sunil Knmar. Here Sunil fCumir is the receiver 
His account is a Personal Afc. Therefore, it should be debited Cash 
goes out of the business, so Cash A/c should be credited. 

Behari. This transaction will 

anH IT- been received 

and Cash A/c ^ a Real A/c. So it will be debited. Bhagwan Behari 

IS the-giver. His Account will be credited, ^ 

Paid Wages. Wages A/c is a Nominal Afc and is an exo-nse 
of the business. So Wages A/c will be debited Cash has been naid 

Sedhed ^ So R Willie 

P“'^‘=hased from Ram Das fo.- Cash. In this transac- 

«Ca“sv1kP^* • sake because word 

Cash is also given, f urniture has been received which is a real 

? Real A/c. ""so h Su teccStS 


Paid for lo^rest. Interest is a nominal A/c and a businesq 
expense. So it should be debited. Cash eo-s out of fb^ h^,!- 
and it is a Real A/c. So it will be credfted 

Paid for Salaries. Salaries A/c is a Nominal A/c and an 
expense of the business. So it will be debited. Cash goes out of the 

business and It H a Real A 'c. So it will be credited ^ o' ^he 

Compound Journal Entries 

Sometimes it so happens that on one particular date there are 
many transactions related to one person or of the same nature Suc^ 
transactions instead of writing in separate entries, are written in one 
single entry. Such entir is called Compound Journal Entry Snch 
entries are recorded in the following three ways— 

(1) One account debits and many other accounts credit. 

(2) One account credits and many other accounts debit. 

(3) Many accounts debit and many other accounts credit. 
Illustration 4-2 

Journalise the following transactions in the books of Raiendra 
Kumar Gnpta & Sons. New Delhi : * *vajonara 

Jan. 1, 1981 

Debit Bdloftccs* Cash Rs, 2,000 1 Purniture Rs 40 n • 
stock Rs. 2.000 ; Building Rg. 6.000. ’ losing 

Debtors. Anil Kumar Rs. 400 ; Harish Kumar Rs 400 • 
Santosb Gupta Rt. 600 ; Usha Gupta Rs. 600 * * 

CaplSCrwOO,*””'' ‘ ••»»» ; 
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) 


1981 


Jan. 

1 


yy 


yy 


5 


15 


16 

>9 

yy 


yy 

yy 

20 


21 

yy 

25 

yy 

27 

yy 

28 

yy 

31 

y% 

yy 

yy 

yy 


Goods sold to Rajni Kant 
Goods sold to Pritpal Singh 
Goods sold to Anil Puri 
Cash paid to Bhola Ram 
Cash received from Santosh P 
and allowed him discount 

Paid for charity 

Paid for stationery 

Paid for postage 

Cash Paid to Ramcsb Gupta 
and he allowed us discount 

Goods sold to Sudama Lai 
Goods sold to Banmali and allowed 

him trade discount 10% , . - „ 

Cash received from Sudama Lai in full 
settlement cf his Account 
Allowed interest on Capital 
p.a. for one month 

Paid for salaries 
Paid for rent 
Closing stock 


Rs. 

300 

200 

300 

200 

570 

30 

50 

70 

30 

280 

20 

700 


50 

670 



3% 


50 

100 

1,000 


Solution 


Date 

Particulars 

L.F. 

1 V 

Dr. 

Amount 

Cr. 

Amount 

1981 


1 


Rs. 

Rs. 

^OD. 1 

Cash A/c 

Dr. 


2,000 

% 

1 


Furniture A/c 



400 

1 


Stock A/c 

f* 


2,000 



Building A/c 



6,000 



Anil Kumar 

99 


400 



Harish Kumar 



400 



Santosh Kumar 

9 9 


600' 



Usha Gupta 



600 



To Ramesh Gupta 

1 



600 


,, Bhola Ram 




1,000 


V. apital A/c 




10,800 


(For balances brought in from last year) 





Rajni Kant 

Dr. 


300 



Pritpal Singh 



200 



Anil Pari 

> 1 


' 300 



To Goods A/c 






(For Goods.sold to Rajni Kant, 

Pritpal 



ovu 


Singh and Anil Puri on credit) 


1 

1 


>, 5 

Bhola Ram 

Dr. 


200 



To Cash A/c 




200 


(For cash paid to him) 


1 

1 



*15 

Cash A/c 

Dr. 


570 



Discount A/c 

Dr. 


30 



To Santosh Gupta 



1 

600 


(For cash received from Santosh 

Gupta 





and allowed him discount) 

1 

1 





Total Carried Forward 

1 

14,000 

14,000 
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Total Brought Forward 


Dr. 

Jan 16 Charity A/c Dr. 

Stationery A/c Dr. 

Postage A/c 

To Cash A/c charity, stationery 
(For cash paid for chariiy, 

and postage) 


Dr. 

Ramesh Gupta 
To Cash A/c 

(Fofca^TaA 

allowed us discount) 


.. 21 


Sudama Lai 
To Goods A/c 

(For goods sold to Sudama Lai) 


Dr. 


-.25 


.,27 




Banmali 

To Goods A/c •Do SO 

/For goods sold to Banmali for Rs. so 
and allowed him 10% trade discount) 


Cash A/c 
Discount A/c 
To Sudama Lai 

(For cash received from Sudama Lai in 
full settlement of his account) 


Rs* 

14,000 

50 

70 

30 


300 


700 


45 


670 

30 


Rs. 

14,000 


150 


280 

20 


700. 


45 


700 


, 28 Interest A/c 

' To Capital A/c , , 

(For interest chagred on capital (& 5 % 
p.A. for one month) 


45 


45 


Salaries A/c 
Rent A/c 

To Cash A/c 

(For rent and salaries paid) 


Dr. 

Dr. 


50 

100 


151 ^ 


Grand Total 


16,090 


N.B. — 1. Balances of the last year have to be carried forward 
to the next year. Therefore all the assets ! are debited and all the 
liabilities are credited. For example— 

Assets Dr, 

To Liabilities 

(For assets and liabilities brought in from the last year)' 
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This entry is called opening entry. 

2. On 1st January goods were sold to Rajni Kant, Pritpal 
Singh and Anil Puri. This is a joint transaction. Therefore, we can 
pass one entry for all the three transactions. AH the personal 
accounts will be debited and goods account will be credited. 

3. On 25th January goods worth Rs. 50 were sold to Banmali. 
We allowed a trade discount of 10% on this. ’.Ve shall pass an entry 
for Rs. 45 only because no entry is passed for trade discount. In 
8Dch transactions only net amount is taken into consideration. Trade 
discount will be mentioned only in the narration. 

4. On 21st goods worth Rs. 7C 0 were sold to Sudama Lai. On 
27th Rs. 670 were received in full settlement. This transaction 
involves a discount of Rs. 30. So Cash A/c will be debited with 
Rs. 670 and Discount A/c with Rs. 30. Sudama Lai’s A/c will be 
credited with Rs. 7C0.' 

5. Amount is not given in the transaction of 28th January. 
It will be calculated at the rate of 5% p.a. for one month on the 
Capital mentioned above. It is necessary to provide interest on 
capital to find out the net profit. 

6. No entry has been passed foi the Closing Stock. 

niostratioD 4-3 


Enter the following transactions in the Journal of Shri Ram 
Kumar : 


Rs. 

(/) Goods sold to Bhola Ram 5,000 

(//) Bhola Ram declared insolvent ; received 
from his Official Receiver a first and final 
composition of 50 P. in a rupee 

(/7f) Charged Depreciation on Furniture 500 

(/v) Rent due to Landlord 100 

(v) Salaries due to Clerk 200 

(vO Bought of Chaturvedi & Co. Furniture 

on credit 300 

(yii) Cash drew for private expenses 500 


(v/i'O Prince Behari who had bought goods worth 
Rs. 3,000 paid Rs. 2,700 in full settlement 
of his account 


(fjc) Goods purchased from Mathura Prasad and 

he allowed us 10% Trade discount 500* 

(x) An old iamount written off as bad debts in 

1980 is recovered. 250 
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Sohition 


Date 


Particulars 


L.F. 


(/) i Bhola Ram i 

I To Goods A/c 

1 (For goods sold to Bhola Ram on Credit) 


(«) cash A/c Dr. 

Bad Debts A/c 

To Bhola Ram . 

(For Bhola Ram , becarne insolvent arid 
a first and final dividend of 50 P. in 
a rupee received from him) 


Dr. 

Amount 

9 

KS.~ 

5,000 


2.500 

2.500 


Cr. . 
Amount 

Rsl 

5,000 


5.000 


(///) Depreciation A/c 

To Furniture A/c 

(For depreciation charged on Furniture) 

4 


(fv) I Rent A/c . « * a 

To Outstanding Rent A/c 

(For rent due to landlord) 


Dr 


500 


100 


500 


100 


(v) Salaries A/c 

To Outstanding Salaries A/c 

(For salaries due to clerk) 


Dr 


200 


200 


(vO 


Furniture A/c ^ 

To Chaturvedi & Co. 

(For furniture bought from Chaturvedi 

& Co,) 


300 


300 


(v//) .prawings A/c 

To Cash A/c 

(For cash withdrawn for 
penses) 


Dr 


private cx- 


500 


500 


(vii7) 


Cash A/c 
Discount A/c 

To Prince Behari ^ . 

(For cash received from Prince Behan 
Rs 2 700 and allowed him discount 

Rs'. 300) 

— Total Carried Forward 


2.700 

300 


k . 


14.600 


3,000 


14.600 
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Date 

1 

particulars 

L F. 

Dr. 

Amount 

Cr. 

Amount 


Total Brought Forward 


d 

Rs. 

14,600 

Rs. 

11,600 

(tc) 

Goods A/c Dr. 

To Mathura Prasad 

(For goods purchased from M-athura 
Prasad for Rs. 500 and he allowed us 
trade discount 10%) 


450 

1 

1 

1 

1 

1 

450 

^ (x) 

t 

Cash A/c Dr. 

To Bad Debts Recovered A/c 
(For the stun previously treated as Bad 
Debts, now recover^) 


250 I 

250 







Grand Total 



1 


Note 1. In Entry No. 2 the amount has not been given. 
Bhola Ram was declared insolvent and he has paid a composition 
of 50 P. in the rupee. To find out the amount we shall have to find 
out the total goods sold to him. In entry No. 1 we sold him- goods 
for Rs. 5,000. Out of this only Rs. 2,500 will be received and 
Rs. 2,500 will become bad debt. So it will be debited to Bad Debts 
A/c. Cash received will be debited to Cash A/c. The person 
concerned will be credited with the full amount 


Note 2. Sometimes it so happens that an amount which had 
been written off as bad debt is recovered. Transaction No. 10 is of 
this nature. In such a case. Cash A/c is debited, for cash has been 
received, and Bad Debts Recovered A/c, or Bad Debts Reserve A/c or 
Bad Debts A/c is credited. 

LEDGER 

Posting the Jonmal into Ledger 

The form of a ledger account has already been discussed in 
earlier chapter. It was discussed as to how the transactions are 
written in the two accounts in Ledger— once on the debit side of one 
account and again on the credit side of another account. 

As a rule no entry is posted directly into the Ledger. It is 
done through Journal. When we journalise a transaction, wc write 
out in the Journal, as to which account is to be debited and which 
-account is to be credited. The same information is transferred into 
the Ledger in the two concerned accounts. This process of trans- 
ferring from the Journal to the Ledger is called posting in the ledger. 

Procedure of Posting 

In the journal, we have the information as to which account is 
to be debited and which account is to be credited. To debit an 
account means that an entry on the debit side is to be made in that 
particular account. To credit an account means that an entry on 
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<he credit side of that particular account « jnade Now Ae t^n&s 
quite simple. When an account is to be debited, we stoH wru 
thi* Hfllut side of that account, the name of the other account. The 

alLS lb. ..coun. .» bf i” 11 

written in the amount column of the ledger. 

always written before the name of the account on the 

When an account is to be credited, we shaH write on the 

rfthat account, the name of the other account. The 

against the account being credited (in journal) 

amount column. The word ‘By’ is always written before the 

name of the account on the credit side. 

Let us now take an example. The posting of the following 
Journal entry will be : 

Cash A/c Dr* 10,000 

To Capital A/c 10,000 

While posting the above journal entry in the ledger, we shall write 
on the debit side of Cash A/c ‘To Capital A/c’. On the credit side of 
the Capital A/c we shall write ‘By Cash A/c*. The position m the 

two accounts in ledger will be as follows : 


Dr. 


CASH ACCOUNT 


Cr. 



Posting of a compound journal entry 

In case of posting of a compound journal entry, it has to be 
remembered that entries are to be made in all the accounts that are 
to be debited or credited. As for example, in case of the following 
Journal entry : 

Cash A/c Dr. 9,500 

Discount A/c Dr. 500 

To Anil Kumar 10,000 

(For Cash received and discount allowed) 


In this case both the accounts ‘Cash A/c’ and ‘Discount A/c% 
-will be debited by Rs. 9,500 and Rs. 500 respectively and ‘Anil 
Kumar A/c, will be credited by Rs. 10,000 (Rs. 9.500+Rs. 500). It 
must be remembered that amount on the debit side should always be 
equal to the amount on the credit side. In this case Rs. 9,500 will 
appear on the debit side of ‘Cash A/c and Rs. 500 da the debit side 
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of ‘Discount A/c’. The credit side of ‘Anil Kumar s A/c will show 
an equal amount of Rs. 'J.SOO plus Rs. 500 The position of the 
three accounts, viz , Cash A/c. Discount A/c and Anil Kumar s A/c 

will be as under : 


Dr. 


Dr. 


CASH ACCOUNT 


ANIL KUMAR’S ACCOUNT 


By Cash A/c 
By Discount 

A/c 


CV. 



Cri 


Rs. 

9,500 

500 


PostiDg of opening entries 

While posting opening entries we t^rite ‘To balance b/d’ on 
the debit side of the accounts to be debited and ‘By balance b/d' on 
the credit side of the accounts to be credited. 

Ledger posting of illustration No. 4-2, discussed earlier in this 
chapter will be as under. The Journal entries have already been 
solved with illustration No. 4-2. Students are advised to kam the. 
posting in the ledger on the basis of Journal entries done earlier 
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Dr. 


Ledger Posting of lllostration 4-2 

CASH ACCOUNT 


’Date Particulars 


1981 
Jan. 1 
.J5 

.. 27 


9 A 

^ Amount 

! 


Rs. 

2.000 


570 

670 


Date 


particulars 


1981 
jan. 5 
.. 16 

- 

;; 3 ? 

3! 


By Bhola Ram 
Charily A/c 
,, Stationery A/c 
Postage A/c 
„ Ramesh Gupta 
„ Salaries A/c 
Kent A/c 
Balance c/d 


Amount 


Rs. 

200 

50 

70 

30 

280 

50 

100 

2,460 


Feb. 1 


2-460 


Teb. 1 ) To Stock b/d 


1,000 


3,240 


Dr. 


GOODS ACCOUNT 


Cr 


1981 

Jan. I To Stock b/d 
„ 31 To Gross Profit 
Transferred 
to P. &L. A/c 




Rs. 

2.000 


545 


1981 

Jan. 1 By Rajni Kant 
„ 1 Pritpal Singh 

1 Anil Puri 
„ 21 Sudama Lai 

„ 25 Banmali 

31 Stock c^d 


2,545 


Rs. 

300 

200 

300 

700 

45 

1.000 


2,545 


iDr. 


furniture account 


Cr. 


nm 

Jan. 1 To Balance c/d 


Rs. I 1981 , 

400 I Jan. 31 1 By Balance c/d 


Feb. l| To Balance c/d 


Rs. 

400 
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Dr, 


RAMESH GUPTA 


Cr. 


Date Paitknri^ 


Ameu&t -Date 


Particulars 


Amount 


1981 

Jan 20 To Cash A/c 
20 To Discount A/i 
31 To Baflance c/d 


Rs. 

280 

20 

300 


1981 

Jan. 1 By Balance b/d 


Rs. 

600 


600 


600 


Feb. 1 By Balance b/d 


300 


Dr, 


BUILDING ACCOUNT 


1 

1981 
Jan. 1 

Rs. 

To Balance b/d 6,0C0 

1981 Rs. 

Jan. 31 By Balance c/d 6,000 

Feb. 1 

To Balance b/d 6,000 



Dr. 


ANIL KUMAR 


Cr. 


1981 

Jan. 1 To Balance b/d 


Rs. 1981 

400 Jan. 31 By Balance c/d 


Rs. 

400 


Feb. 1 To Balance b/d 


400 


Dr. 


HARISH KUMAR 


Dr. 


SANTOSH GUPTA 


Cr. 


1981 

Jan. 1 To Balance b/d 


Rs. 

400 

1981 
Jan. 31 

1 

By Balance c/d 

1 

Rs. 

400 

Feb. 1 To Balance b/d 


400 





Cr. 


1981 

Jan. 1 To Balance b/d 


Rs. 

600 


1981 
Jan. IS 


By Cash A/c 
yy Discount A/c 


Rf. 

570 

30 


600 


600 
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Dr. 


1981 

Jan. 1 To Balance b/d 


Feb. I) To Balance b/d 


Dr. 


1981 

Jan. 5 To Cash 
»» 31 To Balance c/d 


USHA GUPTA 



1981 

Jan. 31 By Balance c/d 


Dr. 



BHOLA RAM 


Rs. I 1981 

200 I Jan. 1 By Balance b/d 
800 


Feb. 1 By Balance b/d 


CAPITAL ACCOUNT 


Crv 



Cr. 


1.000 


800 


Cr. 


Rs. 1981 

10.845 Jan. 1 By Balance o/d 

.. 28 By Interest A/c 


Ra. 

10.800 

45 


10,845 


Feb. 1 By Balance b/d 


10.845 


Dr. 


RAJNI KANT 


Cr. 


Jan. 1 | To Goods A/c 


Rs. 

300 


By Balance c/d 


Feb. 1 To Balance b/d 


300 


PRITPAL SINGH 


jan, 1 I Xo Goods A/c 


1981 

Jan. 31 By Balance c/d 


Rs. 

200 


Feb. 1 I To Balance b/d 
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J>r. 


ANIL PURI 


Z)r. 


1981 
Jan. 15 

Jan. 27 


DISCOUNT ACCOUNT 


To Santosh Gupta 
To SuJama Lai 



Rs. 

1981 


?0 

Jan. 20 


30 

1 - . - . 1 

Jan, 31 








By Ramesh 
Gupta 

By P.&L. A/c 


Dr. 


CHARITY ACCOUNT 


1981 
Jan. 10 


Dr. 


STATIONERY ACCOUNT 


1981 



Rs. 

1981 

Jan 16 

To Cash A/c 

1 


70 

1 

Jan. 31 


By P.&L. A/c 


Dr. 


POSTAGE ACCOUNT 


1981 

Jan. 161 To Cash A/c 



Rs. 

1 

1981 


.0 

Jan. 31 


= ==- = 

■ 


By P.&L. A/c 


Dr. 


SUDAMA LAL 


1981 



Rs. 

Jan. 21 

To Goods A/c 


700 




mm\ 






1981 
Jan. 27 
.. 27 


By Cash A/c 
By Discount 


Cr. 


1981 
Jan. 1 

1 

To Goods A/c 

* 

1 

Rs. 

300 

1981 
Jan. 31 

By Balance c/d 

1 

Rs. 

300 

Feb. 1 

To Balance b/d 


300 


1 




Cn 


Rs. 

20 

40 


60 


Cr. 


To Cash A/c 


Rs. 

1981 




50 

Jan. 31 

By P.&L. A/c 




1 





Rs. 

50 


Rs. 

70 



Rs. 

30 


Cr. 


Rs 

670 

30 


700 




BANMALl 


H 


Vr. 


Cr. 


1981 
Jan. 25 

To Good s A/c 


Rs. 

45 

1981 
Jan. 31 

By Balance c/d 


1 

1 

1 

Feb. 1 

To Balance b/d 


45 

1 

j 

1 



Dr. 


INTEREST ACCOUNT 


Cr. 

1981 
Jan. 28 

To Capital A/c 

1 

Rs. 

45 

t 

1981 
Jan. 31 

1 

By P.& L A/c 

1 

Rs. 

45 


Dr. 


SALARIES ACCOUNT 


Cr. 


1981 


1 

■ 

Rs 

1981 



To Cash A/c 

I 

50 

Jan 31 

By P.&L. A/c 

1 


1 

1 


1 




Rs. 

50 


Dr. 


RENT ACCOUNT 


Cr 


1981 




1981 



1 Rs. 

Jan. 31 

1 To Cash A/c 


100 

Jan. 31 

By P.&L. A/c 






=1 

1 



= =■ = = =“ 


Voacher System of Accounting 

All the transactions that take place, are recorded in the books 
of the buwness.man. However, these transactions are not recorded 
only on the basis of verbal information. There has to be some 
solid proof of the happening of the event, viz. the transaction. ‘Any 
business paper that is the authority for a book-keeping entry is 
commonly called a voucher’, and the system of recording transactions 
from these vouchers, in the books of accounts is called the voucher 
system of accounting. 

Voucher is a documentary evidence in support of a business 
transaction. It is a documentary evidence by which the accuracy 
of the book entry may be substantiated. It may be a receipt a 
counterfoil of a receipt book, an invoice, bank pay-in-slip, bought 
note, sold note, order book, wage sheet, gate keeper’s book or some 
correspondence. 

Voucher system of accounting facilitates auditing— both internal 
and external. Vouching means to substantiate an entry in the books 
of accounts not only with any documentary evidence such as receipts, 

E.B.K.(5)XI 




etc., but also to sec that the transactions have been properly rccordi^ 
and entered in the books of accounts and have been duly authonsed. 
Vouching means testing the truth of entries recorded m books of 
original entry. The object of vouching is to find out the accuracy 
of the entries appearing in the books of accounts. 

Special featorc^of Vouchers 

Vouchers have the following features : 

(/) Voucher is a business document. 

{it) Vouc^r authorises the book-keeper to record the entries 
in books of accounts. 

(fii) Every voucher is seriaUy numbered and dated. 

(iv) Every transaction must be supported by a voucher only 
once. 

(v) Some vouchers are prepared by the trader himself whereas 
others are received by him from others. 

(yi) Some vouchers represent losses and expenses while some- 
others represent gains and profits. 

(v/7) All the vouchers arc authenticated by some competent 
authority. 


Objects of Vouchers 

There are two types of objects or purposes that the vouchers- 
serve. They are : 


{A) Primary ; {B) Subsidiary. 

(A) The primary objective of a voucher is to provide docu- 
mentary evidence in support of a transaction. It provides the 
authority for recording the transaction, in the wav it has been 
recorded, in the books of accounts. 

(B) Subsidiary objectives. Though the main purpose is 
provioing legal proof of the transaction, yet it serves many other 
purposes, e g. : 

Ji) Control OD payments. All payments either by cash or by 
cheque are always made on the basis of vouchers, which have been 
duly authorised by senior management personnel, who has a control 
on payments. It thus reduces the chances of fraud and misappr^ 
priation In case some fraud or misappropriation takes place, it 

can easily be located. 


Ui) Clarification of the debit and the credit side of awounte- 

A voucher often indicates clearly as to which account is to oe 
debited and which account is to be credited. This facilitates 
in the appropriate books of accounts. Under slip-system the en- 
tries arc recorded only on the basis of such vouchers. 


(Ill) Fixing respoDsIbUlty. Every voucher is 
authorised by a competent authority. As such rwiponsibihty caa' 
easily be fixed in case of mistakes, embezzelement or tnud. - 
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(iv) Help in auditing. It helps the auditors to check the 
authenticity of the records and the books of accounts. 

Advantages of Voucher System 

Voucher system has proved irs usefulness specially in big busi- 
ness concerns. The following are the important advantages of the 
voucher system : 

(0 It reduces the chances of errors in posting ledger. Debit 
and credit vouchers are usually of dffferent colours and 
as such the chances of wrong postings are reduced. 

t») Voucher system ensures correctness of payment and also 
ensures that the payment is made to the person to whom 
it is due. 

(Hi) Payment voucher contains complete information in respect 
of the transaction and payment. 

(iv) AH the vouchers are serially numbered and dated. They 
are recorded in the voucher register. At any particular 
iDon ent, all the information in respect of any transaction 
can be found from these vouchers. 

(v) Unpaid voucher file serves the purpose of creditors ledger 
and as such there is no need to maiutain a separate 
register for it. 

(W) Payments are made only for those vouchers which have 
been duly sanctioned and authorised. As such it controls 
all the cash payments. 

(v/7) Voucher jackets are ured for keeping invoices and other 
business documents. These documents are properly 
classified and kept. 

Disadvantages of Voucher System 

The following are the main defects of voucher system ; 

(0 No payment can bo^*made without preparing a voucher 
and getting it approved. 

(i7) The overall position 'of a customer’s account cannot be 
found out from the vouchers file. 

(///) Accounting of partial payments, purchase returns, and 

discounts, etc., are more difficult under this system. 

% 

On the basis of the above, it is said that it is difficult for a 
small business unit to use the voucher system. 

Standard Qnestions 

1. What is Journal? What is the role of Journal in Book- 
keeping? 

2. What do you understand by the term ‘Narration’ ? 

3. Explain the term ‘Compound Journal Entries'. 

Or 

Is it jwssible to combine two or more transactions in a si ncle 

entry in Journal 7’ ® 


68 

In which account are sums withdrawn by the proprietor for 
private expenses recorded 7 

5. What is Journal ? Which transactions are usually recorded in 
it 7 Give three examples of such transactions ? 

6. What do you understand by Books of Original Entry ? Can 
every transaction be recorded through the Journal 7 

7. What dovyou mean by Vouchers 7 Explain their characteristics 
and objects. 

8. Explain the Voucher System of Accounting. What are its 
advantages and disadvantages ? 

9. Indicate the alternative which you consider to be correct in 
each of the following cases : — 

(0 Sale of goods to Raj for Cash should be debited to : (<j) 
Raj’s account ; (b) Cash account ; (c) Sales account. 

(ii) Rs, 800 received from Mohan whose account was pre- 
viously written off as bad debts should be credited to : (a) 
Mohan’s account ; (b) Bad debts account ; (c) Bad debts 
recovered account. 

(iii) Payment of Rs. 250 as wages to workmen should be 
debited to : (a) Wages account ; (b) Repairs account ; 
(c) Machinery account. 

(D.S S.a, Exam. 1978) 

10 . What do you mean by a voucher system 7 Explain its main 
advantages 

(D.S.S.C. Exam., 1978 A 1979) 

11 . State the objectives of Voucher System. 

{D.S.S.C., Exam 1979) 

Practical 


1981 


Rs. 

Jan. 

1 Sunil Kumar started business with cash 

2,000 

ft 

2 Goods purchased from Anil Kumar 

200 

ft 

10 Goods sold to Pramod Kumar 

150 

ft 

♦ * 

16 Wages paid 

20 

ft 

28 Cash received from Pramod Kumar 

150 

ft 

31 Cash paid to Anil Kumar 

200 

A 

ft 

31 Closing stock Rs. 100 


Alls. 

Grand Total=»Rs. 2,720. 



Note — No entry will be made of closing stock. 
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Prepare Journal from the transactions given below 

1981 

Rs. 

March 

1 Hem Chandra Gupt^ started business 

10,000 

f % 

5 Goods purchased from Satish 

1,000 


7 Goods purchased from Satish on credit 

200 


15 Goods purchased from Satish for cash 

2.000 

99 

18 Sold goods to Harish Kumar 

200 

%% 

20 Goods sold to Harish Kumar on credit 

100 

19 

22 Goods sold to Harish Kumar for cash 

1,000 

99 

25 Paid for salaries 

200 

99 

28 Paid for stationery 

Closing Stock Rs. 2,000 

25 

4ds. 

Grand Total=Rs, 14,725. 



Enter the following transactions in the Journal 


1981 

Rs. 

Jan. 

1. Hem Chandra Gupta started business 

15.00000 

with cash 

99 

3 Goods purchased from Prince Behari 

1,000 00 

99 

5 Goods purchased for cash 

2.000 00 

99 

6 Sold goods to Santosh Gupta 

1 ,000*00 

99 

10 Goods sold to Kailash Gupta for cash 

3.000*00 

99 

15 Paid for Cartage 

20*00 

99 

18 Paid for Postage 

05*70 

•9 

21 Goods returned by Santosh Gupta 

200*00 

99 

25 Goods returned to Prince Behari 

1C0*00 

99 

28 Cash received from Santosh Gupta 

300*00 

99 

29 Cash paid to Rajendra Kumar as loan 

1.000*00 

99 

30 Cash paid to Prince Behri 

500*00 

99 

31 Paid for Rent 

20*00 

99 

31 Paid for Salaries 

1000 

99 

31 Paid for Light and Water 

Closing Stock Rs. 1 ,500 

10*00 

Ans. 

Grand Total=Rs. 24,165*70. 


Prepare Journal from the following transactions : — 


1981 


Rs. 

July 

1 Harish Kumar Gupta started business 



with cash 

10,000 

99 

5 Ram Kumar sold goods to us 

2.000 

99 

10 Anil Kumar purchased goods from us 

1,000 

99 

15 Bought goods from Rajendra Kumar 

1»500 
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July 

17 Bought of Rajendra Kumar 

2,000 


18 Cash paid to Ram Kumar 

500 

$9 

19 Cash paid to Rajendra Kumar 

200 

f9 

20 Cash paid by Anil Kumar 

100 

99 

21 Paid for charity to Arya School 

200 

99 

22 Paid for Insurance Premium 

50 

99 

23 Paid for Brokerage 

10 

9$ 

31 Paid for Rent 

50 

99 

31 Paid for Salaries 

100 

99 

31 Paid for Wages 

20 

99 

31 Paid for Cartage 

lo 


Closing stock Rs. 5,000 


Ans. 

Grand Total =Rs. 17,740. 



5. Journalise the following transactions in the books of Shri Vijay 

Kumar Sfi^tyarthi ; — 

1. Harisl^ Kumar is declared insolvent. Received from his 
Official Receiver a first and final composition of 60 P. in 
the rupee on a debt of Rs. 2,0J0. 

2. Sushil Kumar has compounded with his creditors. 1 have 
accepted a composition of 62 P. in the rupee on a debt 
of Rs. 4,800 due from him. 

3. Anil Kumar who owed me Rs. 1,000 has failed. He pays 
me a composition of 31 P. in the rupee. 

4. Vijay Kumar is declared insolvent. Received from his 
Official Receiver a first and firal composition of 31 P. in 
the rupee on a debt of Rs. 1,000. 

5. Ram Lai Malhotra is declared insolvent. A final com* 


position of 25 P.*in the rupee is received from his estate 
out of Rs. 4,000. 

Ans. Grand TotaI = Rs. 12,800. 

6. Journalise the following transactions : — 

1981 Rs. 

Jan. 1 Girdhari Lai commenced business with cash 15,000 

„ 3 Goods purchased for Cash 2,000 

„ 4 Bought of Hari Ram 500 

„ 8 Furniture purchased from Murari Lai for cash 100 

,, 9 Furniture purchased from Murari Lai 500 

„ 12 Cash paid to Hari Ram in fuU settlement of 

his account 480 

„ 15 Goods purchased from Anil Gupta and he 

allowed us 10% trade discount. 700 


71 


,an 20 Cash paid to Anil Gupta ana uc 

ils discount 

21 Prince Behari bought from u:, 

22 Cash paid by Prince Behari 

25 Prince Behari became insolvent, a final com- 

” “ 31 p. i» the 

his Official Receiver out of a debt of Ks. 

26 Paid for Miscellaneous Expenses 

„ 28 Withdrawn by Girdhari Lai for his persona 

use - 

31 Charged interest on capital @ 5% p.a. or one 

month 

Closing stock for Rs. 4,030, 

Xas, Grand Total s Rs. 20,622*50, 


600 

30 

200 

100 


50 


200 


200 

500 

100 

150 

120 


7. 

8 . 


7. Journalise the following transactions : 

1. Charged depreciation on furniture 

. 2. Charged depreciation on Machinery 

3. Salaries due to clerks 

4. Rent due to Landlord 

5. Wages outstanding 

-6. Sunil Kumar compounded with his debtors. 

Accepted a composition of 35 P, in the rupee 
out of a debt of Rs. 1,000. 

7. Received cash for a Bad Debt written off last year Rs. 300 

8. Charged interest on capital @ 5% per annum 
(capitaI=Rs. 10,000) for one month. 

Ans. Grand TotaI=Rs. 2,411 '67. 

S. Journalise the following transactions which took place in the 

sole proprietory business of Shri Tygaraja Mudaliar : — 

(a) M. Sundarsanam who owes Rs. 2,850 pays Rs- 2,775 in 
fhll settlement. 

(b) M/s Adarkar & Co. who owed Rs. 6,000 become insolvent. 
Only 30% of the amount due is realised. 

(c) Received cheque from J. Peterson Rs. 5,450. Allowed 
him discount Rs. 150. 

(d) Withdrew for domestic use Rs. 900. 

(e) Issued cheque in favour of M/s Khurshid Ali & Sons on 
account of the purchase of a machinery, Rs. 7,500. 

(/) Paid Rao & Co. Rs. 490 in full settlement of a debt of 
Rs. 500, 

.(g) Returned goods to Vardhman Spinning Mill Ltd. of the 
value of Rs. 3,500. 


(*) 

(d) 

(e) 
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9. Joiiraalise the following transactions : — 

(1) -Bought goods on credit from A Rs. 200. 

(2) Goods returned by B Rs. 25. 

(3) Paid Carriage inwards Rs. 5 

(4) Cheque of Rs. 70 received fromJC in settlement of a debt 
of Rs. 75 returned dishonoured. 

(5) Paid Insurance Rs. 15. 

(6) Sale of Typewriter for Rs. 150. 

(7) Rs. 125 owing by M written off as bad debts. 

(8) Drew three months bill on N for Rs. 200. 

(9) Sold goods Rs. 125 to 1" on credit, 

10 . Joum^ise the following ; 

(0 Ram, who owed me Rs. 500 has failed to pay the amount. 
He pay me a compensation of 25 P. in the rupee. 

(//) Received cash from Shyam for a bad debts written off last 
year. 

(S.S.C. Delhi, 1980) 


5 

Sub-Division of Journal 

Journal is considered the book of original entry, as all the 

transactions that take place are firet recorded m of 

beginning, this was the only book of original entry. But, ^ 

innumerable number of business transactions that take place ey-ty 
day and because of limitations the Journal has, it was realised tnai 
it would be convenient and more purposeful to sub-divide the Journal 

on some suitable basis, which could provide complete information 

in respect of various aspects of business transaction. For example, 
it would be difficult to know the exact amount that should be m 
hand at a particular time, or it may not be possible to find as to 
how much goods have been bought or sold on a particular day or 
over a specified period- Keeping this difficulty in view, the Journal 
has been sub-divided into many subsidiary books to serve the various 
purposes and to provide readily various informations required by the 
- businessman. This is called practical system of accounting, as it is 
more practical, convenient and can easily and readily provide the 
required information. 

It is also essential to learn at this stagj as to how the entire 
system of keeping accounts serve the purpose of the trader in finding 
out net profit over a certain period of time, usually a year. The 
process of maintaining the accounts during that period is a complete 
unit in itself, which is repeated time again and agian. This is 
commonly known as the 'accounting cycle’ which repeals itself year 
after year till the business continues. 

It has been stated earlier that Ledger is the main book of 
accounts. It has also been stated that as a rule no direct entries 
(postings) are made in Ledger. All the transactions are first recorded 
in the bpok of original entry, /.e.. Journal, from where they are 
posted in the appropriate accounts in the Li dger. To record all the 
transactions in a single Journal, will not only be cumbersome and 
inconvenient, but it will also be not possible to get readily the 
informations which may be required by the trader from time to time. 
That is why the Journal has been sub-divided into many subsidiary 
books. The main reasons for doing so are : 

(0 Journal will become too bulky a book, if all the transac* 
tions are recorded into it. 

(//) Only one person can write Journal at a time. As such 
division of labour is not possible. 

(///) It does not provide classified information. 
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(zV) With sub-division of Journal, many persons can do the 
work of writing books simultaneously. This division of 
work will lead to efficiency as well. 

It is because of these reasons that Journal has been sub-divided 
into various books which are called ‘Sub-divisions of Journal’ or 
^Special Journals' or ‘Special Purpose Journals' or ‘Subsidiary Books/ 
Most common are the following sub-divisions : — 

(/) Cash Book ; for recording all the cash transactions. 

(//) Purchases Book : for recording all the credit purchases. 

r//7) Sales Book ; for recording all the credit sales. 

(iv) Purchase Returns Book . this is also called ‘Returns 
Outward Book’, and is meant for recording all the returns of goods, 
purchased on credit. 

(v) Sales Returns Book : this is also known as ‘Returns 
Inward Book*, and used for recording all the returns of goods sold 
on credit. 

(vi) Bills Payable Book : for recording bills of exchange 
issued to the creditors in lieu of payments due to them. 

(w7) Bills Receivable Book : for recording bills of exchange 
received from customers in lieu of payments due from them. 

(vi7i) Journal Proper : Since most of the business transactions 
will be covered by other books, it is meant only for such transactions 
which cannot be recorded in any of the other sub-division. That is 
all those miscellaneous transactions for which there is no special 
purpose subsidiary book, will be recorded in this Journal. The 
following type of transactions are recorded in Journal Proper : 

. (a) Opening entries . When the new set of books is started 

in the beginning of the year, the old accounts are opened a fresh with 
^eir previous balances. The entry is made in the Journal from the 
Balance Sheet. 

(b) Closing entries : Nominal accounts are closed by tram- 

to Trading A/c or Profit and Loss A/c. This is done 

with the help of the closing entries at the end of the financial year in 
the Journal. 

(c) Adjustment entries : Expenses outstanding or prepaid 
a« to be adjusted to arrive at true net profit, as also the depreciation. 
These entries are passed in Journal at the end of financial year. 

(d) Transfer entries . When a particular account is to be 

Uansfeired to some other account, it is done through transfer entry 
in Journal. 

(c) Rectification entries . If some accounting error has been 
made, ii is corrected when located through rectification entries in 
Journal. 

We shall now study these subsidiary books one by one. Before 
doing so let us see the advantages of special Journals. The advantages 
of maintaining these special Journals or subsidiary bool|:s are : — 



75 


(A Division of accounting work : Since there will be 

«ight subsidiary books in place of single the^accounting 

conveniently divided among many persons, who can do the a g 

work simultaneously. 

f,7) Increase in efficiency : Division of work 
specialisation, which in its turn will lead to increase in efficiency. 

(Hi) Prompt and accurate information : Separate 
are maintained for dilferent types of transactions £- 

mation in respect of them can be easily and readily collected when 

ever required. 

OV) Saves time : From Journal each transaction is posted 
twice in Ledger, whereas a single entry is recorded 
chases and for total sales from the Purchases Book and Sales Book. 

This saves the time, labour and space. 

(v) Convenience in checking and auditing : It is easier to 
locate errors in accounting under this system. Even frauds can be 
checked by using various subsidiary books. 

(vz) Innovations can be used in the form of subsidiary books. 
The columns, and rulings of these subsidiary books can be modified 
according to the needs of the business. By constant use the form 
can be improved upon. 

Before we start discussing each of these subsidiary books, it 
must be remembered that the use of these books in no way affects 
the double entry system of accounting The concept oi duality ia 
accounting continues to hold good. These subsidiary books do not 
disturb it and are beyond its scope. The purpose of the^e books is 
to record ia the first instance the various types of business transa- 
ctions, from where they are transferred to ‘Ledger' — the principal 
book of accounts It is the Ledger where the impact of double entry 
system is clearly visible- That is why these books are called books 
X)f first entry or primary books. 

We shall now discuss how various transactions are recorded in 
these subsidiary books, or we may say how these various special 
purpose Journals are maintained. 

Cash Book 

Andrew Munro says “Cash book is used for recording the re- 
ceipts and payments of money in coins, notes, cheques, postal orders, 
bank drafts, etc.” Every businessman is keenly interested in knowing 
his cash positions at all times. Cash transactions constitute the 
major transactions of most of the businessmen. As such cash tran- 
sactions assume greater importance and a separate book called Cash 
Book is maintained to record all cash transactions. 


A subsidiary book and also a principal book of accounts 

, special feature which distinguishes cash book from other 
subsidiary books is that whereas all the Other subsidiary books serve 
as only subsidiary bookSy the cash book serves both the purpose of 
a subsidiary book in so far as it is a book of primary entry of all cash 
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transactions as also the purpose of the prmcipal book of accounts^ 
viz.. Ledger. This is on account of the fact that no separate CMh, 
account is opened in Ledger and the cash book itself 
purpose of cash account. It is because of this reason that cash book 
is often called a ‘subsidiary book, and the principal book of accounts. 

Types of Cash book 

There are dilTeient types of cash books maintained according: 
to the needs of the business. Usually the following are the types . 

(0 Simple Cash book. 

(i7) Cash book with discount column. 

(i/7) Cash book with discount and bank column. 

There is yet another type known as ‘Petty cash book for 
recording petty cash transactions. This is purely a type of *“^9® ^ 
book or memorandum book. The consoliJated information provided 
by this book is posted with the help of the Journal entries. We shall 
Icam about it in pages to follow. 

Form of Cash Book 

There are two parts of a Cash Book. Left part is called Debit 
or Receipts side and right part is called Credit or Payments side. 
Both these sides are divided into Date, Particulars, L.F,, and Amount 
columns. You will observe that the form is just like that of an 
Account in the Ledger. 

Simple Cash Book 

This cash Book is used by petty traders. Generally, those tra- 
ders who do not keep any account in the bank and do not allow any 
discount, use this Cash Book. Money received is written on the 
Receipts side and money paid is written on the Payments side. Its 
form is as follows — 


Receipts FORM OF SIMPLE CASH BOOK Payments 



Rules of Recording in Cash Book. Cash received and Cash paid 
are recorded in the Cash Book. Cash A/c is an Asset. When we 
receive Cash, Assets of the business increase. Increase in Assets are 
debited. 1 hus the Cash received by the businessman is debited in 
the Cash Book. When he pays Cash, Assets of the business decrease 
and decrease in Assets are credited. Thus Cash paid is credited in 
the Cash Book. You will observe that rules arc the same at that of 
Lodger, viz,. Debit what comes in and Credit what goes out. 
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Now. let us have a simple illustration : 


March 1 


lUnstratioD 5-1 ^ 

Write the following transactions m the si P 

1981 

Harish Kumar started business i 
with Cash 100 

Cash purchases ^0 

Cash paid to Sunil Kumar 
Received from Harish Gupta 

Paid for wages 

Cash sales ^0 

Cash paid to Anil Kumar 


99 


99 


99 


99 


99 


5 

8 

10 

15 

28 

31 


Solution 


SIMPLE CASH BOOK 


payments 





1 

^ 


• 

ft. 

Amount 

Date 

Particulars 

u; 

4 

Amount 

Date , 

particulars 

Mn 

• 

1981 

March 1 

M 10 

28 

1 

To Capital A/c 
To Harish Gupta 
To Sales A/c 

1 

1 

1 

Rs. 

300 

300 

100 

1981 

March 5 
.1 
11 

By Purchases A/c 
By Sunil Kumar 
By Wages A/c 

By Anil Kumar 
By Balance c/d 


Rs. 

100 

50 

20 

50 

480 

April 1 

To Balance b/d 


700 

480 




700 


1. TVUWI* — - ; ♦ — 

Cash. Thus Capital A/c is debited in the Cash Book. 

2. It should be kept in mind that the total of Receipts side is 
greater than that of the Payments side. It is because a businessman 
cannot spend more than what he has. If the money is spent by borrow- 
ing from somewhere, it will first be recorded on the Receipts side and 
then on the Payments side. Thus the total of Credit side is always 
less than that of Debit side and the balance is always a Debit Balance. 

3. ‘c/d’ means carried down and ‘b/d' means brought down. 

4. Balance left at the end of the month is shown by writing 
‘By Balance c/d’ on the Credit side and this amount becomes Cash- 
in-hand in the next month and is shown as ‘To Balance bfd\ 

Balanciug of Cash Book 

After entering all the Cash transactions, the Cash Book is to 
be balanced. Balance in hand is that amount which should be 
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available with the businessman in the office. For finding out the- 
balance, amount columns of Debit and Credit sides of Cash Book, 
are added. Then the difference between the two sides is found out. 
The total of the Debit side of the Cash Book is always more than 
that of the Credit side. If the businessman has spent the whole 
amourt, both the sides will be equal and there will be no balance. 

The balance is shown as ‘By Balance c/d' on the Creait side. 
Amount columns of the Debit and Credit sides are added up in one 
straight line and a double line is drawn under the two totals. 

If in a Cash Book, there are less transactions on one side 
than the other side a straight line is drawn in the amount column. On 
the Debit side we write the next date and the balance is brought 
down by writing ‘To Balance b/d'. 

Discount 

Discount is an allowance allowed by a trader to his clients 
either for making prompt payment or for bulk piuchase. The former 
is known as Cash discount and latter as Trade discount. Jrade dis- 
count is allowed by the manufacturers or whole>alers to their retailers 
dr customers on the printed price lists. 

Wholesalers allow cash discount as well as trade discount to 
the retailers. Cash discount is allowed if payment is made within 
a fixed period. Net amount, after deducting the trade discount, is 
entered in the books of account. For example, goods worth Rs. Si 0 
was purchased and a trade discount of 10% was allowed, b.ntry for 
Rs. 450 will be passed. 


between Cash Discount and Trade Discount 


1 


Cash Di^ouot 


Cash discount is allowed if 
the customer makes the 
payment in time. 


Cash discouilt is allowed 
only if the payment is made 
within a fixed period. 

It is recorded in the Cash 
Book. 


It is not deducted fro 
invoice. 


the 


1 . 


2 . 


3. 


Trade Discount 


Trade discount is allowed 
by wholesalers to the retai- 
lers on the printed price list 
with the purpose of selling 
more goods. 

Trade discount is allowed 
immediately when the goods 
are sold. 

It is not recorded in the 
Cash Book, but in Purcha- 
ses and Sales Book. 


It is deducted fro 
invoice. 


the 
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It is clear from the above that Trade discount is allowed to 
increase sales and Cash discount is allowed to encourage prompt 
payments. Trade discount is usually a normal precedure whereas 
cash discount calls for a watch by the trader and he would usually 
like to check up it together with’iiis receipts and payments. That is; 
he would like to know constantly as to how much cash discount he 
has allowed and as to how much he has received during a certain 
period. It is with this reason in view that a double column cash 
book is prepared, with an additional column for cash discount on 
each side of the cash book. 


Receipts DOUBLE COLUMN CASH BOOK Payments 


Date 

Particulars 

L.F. 

Discount 

Cash 

Date 

f 

■Particulars 

L.F. 

Discount 

Cash 




Rs. 

Rs. 


1 

1 

j 

Rs. 

Rs. 


Cash discount is allowed to persuade the businessman to make 
prompt payment. It is allowed at the time of making payment, so 
the entry for Cash Discount is made along with entry for payment. 

If Cash is debited in a transaction, discount is also debited and if 
Cash is credited discount is also credited. Thus one column each on 
Debit and Credit side of Cash Book is increased. 

To lake an example a merchant allows 2^% discount on cash 

payment. He seils goods to a customer Chakresh for Rs. 400. If the 

payment is made in Cash it will be shown as follows in the Cash 
Book : 


Dr. 


CASH BOOK 


C". 


Date 


Particulars!^ i Discount 


1981 

Mar. 10 ITo Chakresh 


Rs. 

10 



Amount 


Rs 


80 


Dr. 


CASH BOOK 


Date 


^art iculars 


pu 


iDiscou Dt Amount 


Rs. 


Rs. 


Dae 


198l~ 

Mar.l5 


Particulars 


By Brijesh 


iu 



Cr. 


Ujnonnt 


Rs. 

196 


Let us now have an Illustration for further clarification ; — 
lUustration 5' 2. 

Prepare a ty/o column Cash Book from the following transac- 
tions of Shri Ram Kumar : — 

1981 
Jan. 


99 


99 


99 


99 


99 


99 


1 

5 

8 

10 

15 

25 

31 


Receipts 


Cash in hand 
Cash purchases 
Cash Sales 

Cash received from Ramesh Gupta 
and allowed him discount 

Paid for wages 

Cash paid to Bansi Lai 
and he allowed us discount 

Cash paid to Bhola Ram 

CASH BOOK OF SHRI RAM 


Rs. 

2,000 

1,000 

3,000 

990 

10 

20 

470 

30 

200 

Payments 


Date 


1981 
Jan. 1 




99 


8 

10 


particulars 


I 


To Balance 
b/d 

To Sales 

Ale 

To Ramesh 
Gupta 


Rs 


10 


Feb. r To Balance 

b/d 


10 


Cash 

Dat 

Particulars 

0 ^ 

U 

Discount 

Cash 

Rs. 

1 

1981 
Jan. 5 

By pur- 

1 

Rs. 

Rs. 

2.000 


chases 

Ale 



1.000 

3.000 

15 

By Wages 



20 


A/c 



990 

25 

By Bansi 


30 

470 


Lai 



..31 

By Bhola 
Ram 



200 


.. 31 

By Balance 

1 


4,300 

1 

99 

c/d 



5,990 



! 

30 ! 

5,990 


1 


« 




81 


Mofe^ln a two-colamn Cash Book, the discount colinnns are 
notba^nced. These are only totalled. The debit total of a Dis- 
count A/c shows the total discount allowed by the merchant and the 
credit total of a Discount A/c shows the total discount received by 

the merchant. 

Ledger Posting of Simple Cash Book 

There is the same method of preparing the Cash A/c and Cash 
Book. Both have the same type of columns. But in a two-column 
rash Book the entry for discount is also done at the same place. It 
should be remembered that either Cash A/c or Cash Book is prepar- 
ed Both of these are not prepared. For maintaining a complete 
i^ord according to double entry system, posti^ has to be done m 
all the accounts mentioned in the Cash Book. The method of Just- 
ine from the Cash Book is that all the accounts mentioned there 
should be opened in the Ledger. We should write ‘By Cash A/c on 
the credit side of those accounts that appear on the debit side of the 
Cash Book and vice versa. In Discount A/c we should write To 
Sundries’ in the debit side and ‘By Sundries’ in the credit side. As 

regards amount, total of the debit amount should be written on the 

debit side and total of the credit amount should be written on the 
credit side. 

Let us now have an illustration of posting of the simple cash 
book drawn under Illustration No 5-1 on page 77. 

jyr CAPITAL ACCOUNT Ct, 


Ct 


Date Particulars L.F. Amount Date Particulars Amount 



1981 

March 

1 


By Cash A/c 



Rs. 

300 


HARISH GUPTA 


1981 

March 

I 



By Cash A/c 



R$. 

300 


SALES ACCOUNT 
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19sl 

March 

8 


1981 
March 
15 


To Cash A/c 


To Cash A/c 




Rs. , 


1 

50 



WAGES ACCOUNT 
Rs. 

20 


ANIL KUMAR 



Ledger Posting of 

Dr, 


Double Column Cash Book 
SALES ACCOUNT 



Date 

Particulars 

1 

L.F. 

Amount 

1 

Dale 

Particulars 

LF 

Amount 

» 



Rs. 


By Cash A/c 

1 

Rs. 

3,000 


PURCHASES ACCOUNT 






Note : — Ledger posting of Illustration 5-2. 


Standard Questions 

1 . What is a Cash Book ? Draw the form of a Cash Book. 
How is Cash book Balanced 7 

2. Which side of the Cash Book should be greater and why ? , 
Explain in detail. 

3. Why is Journal sub-divided ? 

{All India Senior School Certificate Exam.y 1978) 

4 . What is discount ? Ho.w do you close the discount column 
into a Cash Book ? 


5. Is Cash Book a subsidiary book or ihe principal book of 
accounts 7 Give reasons. 


Practical 

Simple Cash Book 

1 . 


Enter the 
1981 

following transactions in the Simple Cash 

Book : — 

Rs. 

Jan. 

1 

Sunil Kumar started business with Cash 

840*20 

99 

5 

Cash received from Ram Lai 

350*50 

99 

10 

Cash paid to Ram Lai 

250-40 

99 

11 

Cash Sales 

2,010*20 

99 

12 

Furniture purchased 

300*40 

99 

16 

Wages paid 

40-20 

99 

20 

Goods purchased for Cash 

550-30 

99 

21 

Paid for Postage 

3-50 

99 

25 

Cash Sales 

300-20 

99 

Ans. 

31 Cash paid to Bhola Ram 

Cash in hand Rs. 1,355*80. 

1,000-50 


2 . 


July 


Enter the following transactions in the Cash Book : 
1981 

Cash in hand 
Goods purchased for cash 
Cash sales 
Wages paid 

Cash paid to Satya Prakash 
Cash received from Shiv Kumar 
Cash purchases 
Cash paid to Shyam Lai 
Cash paid to Ram Kumar 
Cash received from Jai Dayal 
Rent paid 
Charity paid 
Salaries paid 

Cash in hand Rs. 3^0*00 


99 

99 

99 

99 

99 

99 

99 

99 

$9 

99 

99 


1 

4 

6 

8 

10 

15 

18 

2 « 

29 

30 

31 
31 
31 


Rs. 

,000 

200 

100 

25 

100 

200 

500 

100 

200 

300 

50 

25 

50 


Ans. 


3 . 


On M^ch 1,1981 Harish Kumar started business with a 

Capital of Rs. 10,000. His transactions during the month are 
as follows : — 


1981 

March 3 
5 
7 

10 
15 
17 
20 
24 


99 

99 

99 

99 

99 

99 

$9 


Cash Received from Prem Chandra 
Goods purchased for cash 
Cash paid to Hem Chandra 
Deposited into Bank 
Goods sold for Cash 
Furniture purchased for Cash 
Commission received 
Interest paid to Raj Kumar 


Rs. 

200 

5.000 
600 

2.000 

4,000 

300 

55 

25 
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*9 


99 


26 

Paid for salaries 

Rs. 

700 

1,200 

29 

Cash sales 

1,000 

31 

Cash Purchased 


iple Cash Book 








ff 


ft 




9f 


55 


Ans. Cash in hand Rs. 5,830. 

Enter the following transactions in the 
1981 

April 1 Cash in hand 

4 Cash received from Ram Mohan 

8 Cash paid to Krishan Lai 

11 Cash Sales m 

15 Bicycle purchased and Cash paia 

18 Wages paid 

20 Goods purchased for Cash 

22 Cash Sales I 

23 Deposited into Bank 

Ans. Cash in hand Rs. 1,210. 

Enter the following transactions in the Simple Cash Book : 
1981 

May 1 Cash in band 

3 Cash Sales . , 

5 Goods purchased from Hira Lai for Cash 

8 Goods sold for Cash to Radhey Shyam 
10 Cash paid to Ram Mohan 
15 Cash paid to Radhey Shyam 
18 Rent paid 

21 Paid for Salaries 

24 Paid for Petty Expenses 

25 Withdrawn by the trader for his 
personal use 

25 Goods purchased 

28 Telegram sent to Bombay 

29 Paid to Electric Bill 


Rs. 

840 

250 

350 

2.010 

300 

40 

500 

300 

1.000 


9P 

99 

99 

99 

99 

99 

99 

99 

99 


99 


99 


Rs. 

5,000 

800 

760 

500 

700 

200 

80 

130 

4 

100 

1,300 

2 

37 


Ads. Cash in hand Rs. 2,987. 


Cash Book with Cash and Disconnt Colu 


if 


ns. 


6. Enter the following transactions in the two-column Cash Book : 


1981 



Rt. 

April 

1 

Cash in hand 

1,350-50 

9f 

5 

Cash paid to Bhola Ram 

495.00 



and he allowed us discount 

5-00 

ft 

10 

Cash Sales 

120-25 

w W 

54 

15 

Cash paid to Mathura Nath 

225-25 



and he allowed us discount 

5-00 

99 

16 

Cash purchases 

240-00 

99 

20 

Paid for Wages 

50-15 


B6 


„ 21 Cash withdrawn for private Expenses 100*00 


25 Cash paid to P.N. Soni 490'00 

and he allowed us discount lO'OO 

28 Goods sold for Cash 480 00 

29 Cash paid by Ram Lai 480*00 

and we allowed him discount 20*00 

30 Paid for Salaries 40*25 


Ads. Cash in hand Rs. 790 10. Debit total of Discount Colu- 
mn 20*00- Credit total of Discount Column 20*00. 



Enter the following transactions in the two-column Cash Book 
of Shri Ram Kumar Gupia : — 


1981 


Rs. 


August I Cash in hand 1,375 

„ 4 Cash paid to Harish Gupta *625 

Discount received 25 

,, 6 Cash purchases 150 

„ 8 Cash received from Sudhir Kumar 575 

Discount allowed 15 

,, 10 Goods sold for Cash 600 

,, 16 Paid to Anil Kumar 200 

„ 18. Received from Prem Chandra 1,189 

Discount allowed H 

,, 22 Paid for Wages 50 

„ 26 Purchased Machinery for Cash 562*50 

„ 30 Paid for Rent 52 

30 Received from Sudhir Kumar ] 500 

,, 31 Paid for Cartage ’ 15 


Ans. Cash in hand Rs. 3.584*50. Debit Total of Discount 
column Rs. 26 00. Credit Total of Discount column Rs- 25'00, 



6 ' . . , 

Special Purpose Subsidiary Boo s 

(PTchases. Sales, Purchases Returns and Sales Returns Books) 

Now-a-days credit transacdons goods from 

than cash trans^c^ns. StMll trade some future 

date. These small trade- in turn sell goo^.^ purchases are recorded 
known customers on ' --corded in Sales Book. When 

goods sofd on credit are returned *•» •!'' recorded 
Book. When we return the goods purchased on c , 

in Purchases Returns Book. 

When a trader wants to 

makes inquiries about the quality and pric ^F^various raanufac- 

After making a careful study of the price lists o trade 

turers he gives a suitable order. The wholesalers give 

discount to the retailers. 

The businessman sends an invoice to the buyer. This inv^ 
contains the description of the goods sold df ta>l* of^be prj^^. 

The buyer can compare it with his order. Quality of . f 
rate amount, trade discount, etc., are given in invoice. ™ 

pens’es relating to the goods are also added to the cost of the goods. 
Following informations are provided in an invoice : — 

(1) Invoice No. (2) Order No. (3) Name and address of the 
seller. (4) Name and address of the buyer. (5) Place. (6) Business 
terms. (7) Quantity of the goods. (8) Trade discount. (9) Expenses. 
(10) Advances received. (11) Price of the individual goods and Total 
price. (12) Signatures of the seller. (13) E- &. O. E. 


The items of information at serial nos. 1 to 1 2 are easily under- 
standable and need no explanation. An invoice no. is very useful for 
locating the authenticity of the sale transaction. So is the case wiA 
order no. which is used to check up whether the goods sent were ia 
accordance with the order received. The other informations regarding 
the quality of the goods, its quantity, the price, the trade discount 
allowed, etc., are also recorded in the invoice. At the end of the 
left hand bottom the letters ‘E. & O. E.’ are also printed in the in- 
voice. This may better be understood thus : — 


E. & O.E. This is the abbreviation of ‘Errors and Omissions 
Excepted. Its means that if p^r chance an error has ereeped in or 
an omission made, it will be corrected later. In other words it 
means that the amount due from the buyer which is recoverable is 
subject to adjustments (if need be) on account of clerical mistakes 
committed while preparing the invoice. 


Example of InToice 


Prepare an invoice from the following particulars 

Sellers Chaudhary Water-proof Works, 

171, Harison Road, Calcutta. 

Buyers : — General Cloth Stores, 

221, Seva-ka-Bazar, Agra. 

— 1 doz. Swastika Brand Rain Coats @ Rs. 228 each 

3 doz. Umbrellas ® Rs. 10.50 each. 

4 doz. Holdalls large size @ Rs. 180 per doz. 

2 doz. Felt Hats assorted colours and sizes 

@ Rs. 144 per doz. 

Expenses 


Goods sent 


Terms 


: — Packing Rs. 8 
Cartage Rs. I*f0 
Railway Freight Rs. 14*50 

Trade Discount 1 \% 

Cash discount 2i% within a 


onth 


Solution 


Invoice 


Chaudhary Water-proof Works 

Tel. Address ; ‘Chaudhary’ 171, Harison Road. 

Telephone : 22115 Calcutta 

May 15, 1980 


Invoice No. 420 
Order No. 840 A.B. 


Messrs. General Cloth Stores, 

221, Seva-ka-Bazar, Agra. 

Bought of Chaudhary Water-proof Works 
Terms : — 2i% within a month. 



89 


particulars 

1 doz. Swastika Brand Rain Coats 
•9 doz. Umbrellas 

I r colours 

and size 


less : 7i% discount 
Add: 


Cartage 

Railway, 






Amount 


Rs. 


288 

4,122 

309.15 



3,812.85 


24 
3,836*85 


E, & O. E. 

By Passenger Train 
Freight paid 


For Chaudhary Water-proof Works 

Sudhir Kumar 
Manager. 


Pnrehases Book or Purchases Journal 

Nowa-d.^ alans ««1> h. 

transactions is incieasii^. Purchases Book is kept for 

cash book. A separate book called consumed 

or Purchases Journal or Purchase Day Book. 

It must be remembered that in Purchases Book we record o»/y 
credit purchases of goods. This means firstly that if any thing other 

than g^ds are purchased on credit, it will not 

book.^ Such transactions are recorded m Journal. Secondly cash 
purchases also will not be recorded m it. As already discussed in 
the previous chapter, they will be recorded in Cash Book- 

Form of Purchases Book 

A Purchases Book contains the following five columns r — 

(1) Date — Here the date of the transaction is written. 

(2) Particulars— In this column the name of the person, 
firm or company is written from whom the goods are purchased. 

(3) Invoice No.— Here the invoice No. of the goods is written. 

(4) L.F. — In this column the page No. of the ledger is written. 

(5) Amount — In this column the amount of the transaction is 
recorded. 




SPECIMEN OF PURCHASES BOOK 



Ledger Posting of Purchases Book 


Purchases Book is a record of all such transactions wherein we 
buy on credit. In other words it lists the names of all those who are 
giver or goods The other part of the transaction is that the goods 
Me received viz., goods ‘come in’. By applying the rules of Account- 
ing discussed earlier, we know; that the ‘giver’ is to be credited and 

what comes in is to be debited Accordingly the accounts of all 
those persons who have sold to us or from whom we have bought 
goods are to be credited with the amounts for which they have 

supplied the goods. And the ‘Goods’ which have been received will 
have to be debited. 

Now, for the sake of convenience and in order to have complete 
‘information’ regarding ‘purchases’ and sales’ separately, the ‘Goods* 
account is usually split up into two separate accounts, Purchases A/c 
and Sales A/c. Hence in respect of Purchases Book we would debit 
the Purchases A/c with the total of the Purchases Book on a specific 
date and credit the various personal A/cs from whom we have bought 
goods. This is also the reason why we write ‘Purchases A/c Dr.’ in 
the particular column against the total of Purchases Book. 

niostration 6-1. 

Make out the Purchases Book of M/s, Rajendra Kumar & Co. 
from the following transactions : 

1981 

Jan. 1 Purchased from Ramesh Kumar Gupta & Co. on credit. 

50 bags Wheat @ Rs. 5'25 per bag 
30 ,, Gram @ Rs* 5*00 per bag 
10 „ Sugar @ Rs. 80*00 per bag 

1 5 Bought from Naresh Bros, on credit : 

20 bags Sugar @ Rs. 70*00 per bag 
15 „ Gram @ Rs. 7*00 per bag 

25 Surendra Sugar Works sold to us : 

200 bags Sugar @ Rs. 50*00 per bag 
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SolatioD 


PURCHASES BOOK OF RAJENDRA KUMAR & CO 


Date 


1981 


Particulars 


Invoice No. L. F. Details Amount 


Jan. 1 Ramesb Kumar Gapta & Co. 

50 bags Wheat @Rs. 5*25 per bag 
30 „ Gram @ Rs. 5 per bag 
10 „ Sugar @ Rs. 80 per bag 


Rs. 

262-50 

150 

800 


5 Naresfa Bros. 
20 bags Sugar 
15 Gram 


Rs. 70 per b g 
Rs. 7 per bag 


1,400 

105 


,, 25 Sureiidra Sugar Works 

200 bags Sugar @ Rs. 50 per bag 


10,000 


Rs. 


- 1,212*50 


1,505 


Purchases A/c 


Dr. 


10,000 

72,717*50 


Note. 1. On Jan. 25 the world ‘sold’ has been used but still 
the transaction has been recorded in Purchases Book. The reason 
is quite simple. It sometimes confuses the student. It means that 
the M/s. Surendra Sugar Works have sold to us, z.e., we have Pur- 
chased from them. 

2. Against the total in the amounts column, we have written 
'Purchases A/c Dr.’ under the particular column. This is done to 
clearly indicate as to how the Total of Purchases Book has to bo 
recorded in Ledger. 

Ledger Posting 

Dr. RAMESH KUMAR GUPTA & Co. C/ 



1981 

Jan. 1 By Purchases A/c 


Cr 


Rs. 

1,212-50 


NARESH BROS. 



SURBNDRA SUGAR WORKS 



* 


1 1981 



Rs. 



1 

Jan. 25 

By Purchases A/c 

1 

10,000 


PURCHASES ACCOUNT 


1981 



Rs. 



• 

Jan.31 

To Sundries 


12,717*50 


1 

1 

1 



IDiistration. 6-2. 

Enter the following transactions of Shri Vijay Kumar business 
in the Purchases Book : 


1981 

April 1 Bought of Shree Mahavir Book Depot, Delhi on credit 

103 copies of Com. Practice, Part I by C.L. Chaturve^ 
@ Rs. 4'00 each. 

200 copies of Higher Secondary Book-keeping by C.L. 
Chaturvedi @ Rs. l7*50 each. 

Less 10% Trade Discount 

Bought of Mathura Pustak Bhandar, Mathura, on credit 
100 copies of Statistics by C.L. Chaturvedi @ Re. 1. 

Less 20% Trade Discount 
Bought of Ravindra Kumar, Agra 

50 copies of History of Indian Literature by Chatuivedt 
@ Rs. 2. 

Less 10% Trade Discount 


8 


20 


93 


SoIotioD 


Date 


purchases book 


Particulars 


Invoice L.F. Details Total 
No. 


1981 

Apl. 1 Shree Mabavlr Book Depot, DelM: 

100 copies of Com. ^actice Part I 
by C.L. Chaturvedi @ Rs. 4 each 
200 copies of Higher Secondaiy 
Book-keeping by C.L. Chaturvedi 
@ Rs. 17-50 per copy. 


.,8 


Less 10% 

Matbara Pastak Bbandar, Mathora ; 
100 copies of Statistics, by C.L. 
Chaturvedi ® Re. 1 


\,ess 20 % 


Rs. 


400 


3.500 

3,900 

390 


100 


20 


Rs.. 


3,51 


,, 20 Ravindra Kumar, Agra : 

50 copies of History of Indian 
Literature @ Rs. 2 
Less 10% 

Purchases A/c 


Dr 


100 

10 


3.68( 


Colmnoar Parebases Book 

Sometimes a busiaessman desires to know the split up or 
analysis of all the purchases he makes for proper control over them 
or to find out whether he is incurring losses on any specific item in 
which he deals. For this purpose he maintains separate purchases 
A/cs for different items of purchases in a columnar Purchases Book. 
This type of purchases book is also sometimes called multi-column 
Purchases Book. The only difference is that the amount column is 
subdivided into different columns which enables him to know the 
separate purchases of every item at the end of the month. 

UlustiatioD 6-3 

^ Enter the following transactions in the Columnar Purchases 
Book of Sudhir Kumar Chaturvedi r 

1981 

May 1 Purchased from Suresh Gupta, Bombay: 

100 bags Wheat @ Rs. 120 per bag 
50 bags Gram @ Rs. 100 per bag 
200 bags Sugar @ Rs. 150 per bag 
5 Bought of Virendra Vig, Delhi : 

100 bags Wheat @ Rs. 125 per bag 
100 bags Gram @ Rs. 110 per bag 


May 8 


f9 


Surendra Gupta, Agra, sold to us : 
100 bags Sugar @ Rs. 150 per bag 
Raj Kumar, Delhi, sold to us : 

200 bags Wheat @ Rs. 120 per bag 


SolntioD 


COLUMNAR PURCHASES BOOK Ot SUDHIR KUMAR CHATURVEDI 


.Date 

1 

1 

Particulars 

Invoice 

No. 

L.F. 

Wheat 

Gram 

Sugar 

I Total 

1981 
May 1 

» 8 
9 

1 

Suresh Gupta, Bomby 
Virendra Vig, Delhi 

Surendra Gupta, A^ra 

Raj Kumar, Delhi 

1 

! 

1 


12,000 

12,500 

24,000 

1 

5.000 

11,000! 

1 

30.000 

15.000 

47.000- 

23,500- 

15.000' 

24,000 

48,-'00 

1 

16,000 

45.00' 

1,09.500^ 


Sales Book or Sales Journal 

Like Purchases Book, which is a record of credit purchases. 
Sales Book is a book which records all Sales of goods on credit. Like 
purchases book it also records only sale of goods on credit. That is if 
goods are sold on cash it will not be recorded here but in cash book. 
Similarly if something else other than ‘goods’, for example old 
furniture is sold on credit, the transaction will also not be recorded 
in Sales Book but in Journal. 


Form of Sales Book 

The form of a sales book is like that of a purchases book. Six. 
columns are prepared in this book— Date, Particulars, Invoice No., 
L.F., Details and in the last co umn Total is written. Thus the last 
column contains the total of all the transactions with a trader. It 
should be kept in mind that in the second column of the Purchases 
Book names of those persons are wnlten from whom the businessman 
has >'ougbt good> on credit, but in the secondcoluran of the Sales Book, 
names of those persons are written to whom the businessman has 
sold goods. If some discount has been allowed on the goods sold, it 
should be deducted from the from the amount of sales. In the 
Particulars column only names are written and there is no mention 
of the goods because it is clear that in sales A/c the names of these 
traders will be credited to whom the goods arc sold. 


lUastratioD 6-4. 

Enter the following transactions in the Sales Book of Messrs,^ 
Raj Kumar & Bros., 5fc, Prem Nagar, Subzi Mandi, Delhi-7 : — 
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1981 
May 1 


ff 




8 


15 


Sold to Harish Gupta, Delhi : 

50 bags Rice @ Rs. 1^0^ bag 

10 bags Wheat @ Rs. 

Sold to Rajendra Gupta, Kaithal : 

80 bags Rice @ Rs. 100 per bag 
20 bags Rice @ Rs. 120 per bag 
Trade Discount allowed lOyp 
Sold to Ranvir Chaudhary, DelM : 
100 bags Wheat @ Rs. 120 per bag 
Trade Discount allowed 10% 


Solution 


1981 
May 1 


at 8 




15 


SALES BOOK 


Harish Gopla* Delhi : 

50 bags Rice @ Rs* ^^8 

10 bags Wheat @ Rs. 100 per 

bag 

Rsitfidfa Gopta* Kaithal i 

89 bags Sugar @ Rs. 100 per 

' bag . ^ . 

20 bags i^icc @ Rs* 120 per bag 

Less 10% discount 

Ranvir Cbaiidhai7» Delhi ! 

100 bags Wheat @ Rs. 120 per 
bag 

Less 10 % discount 

# 

Sales A/c 


Cr 


\ 

Rs. 


7,500 


1.000 

1 

1 

8,000 

2,400 

A 


10.400 

1,040 


12.000 

1.200 


1 


Ra. 


8,500 >> 


9 , 360 ' 


10^ 


28,660 


Ledger Posting of Sales Book 

For preparing Ledger from the Sales Book we open all the 
Personal A/cs and write ‘To Sales A/c’ on the debit side. In the 
‘Sales A/c’ we write ‘By Sundries’. Thus ‘Sales A/c’ is also prepared 
along with other accounts. 

Let us clarify it with the help of the following illustration : 


Ledger Posting of Sales Book ^ 

Dr, HARISH OUPTA, DELHI Cr, 


1981 
May 1 

To Sales A/c 

> 

Rs, 

8.500 





Dr, 

RAJENDRA GUPTA, KAITHAL 

» 


Cr, 

1981 

May 8 

To Sales A/c 

I 

Rs. 

' 9.360 . 






96 


Dr. 


RANVIR CHAUDHARY, DELHI 


Cr. 


1981 
May 15 


To Sales A/c 


Rs. 

10,800 



Dr. 



SALES ACCOUNT 


1981 
May 31 


By Sundries 


Cr 


Rs. 

28,660 


mnstration 6-5. 

Prepare Purchases and Sales Book from the following 


cUlars 

1981 

July 

• 

1 

ff 

10 

July 

15 


20 

•ft 

25 


28 

Iff 

31 


parti- 


purchased from Rajendra Gupta & Co. : 
20 yds. Silk @ Rs. 4 25 per yd. 

30 yds. Nylon @ Rs. 7*00 per yd. 
Ramesh Cloth Store bought from us : 

30 yds. Silk @ Rs. 5'tO per yd. 

15 yds. Velvet Rs. 6*10 per yd. 

Prince & Co. sold goods to us : 

400 pcs. Prints @ Rs. 70 00 per pc. 

20 pcs. Prints @ Rs. 8 00 per pc. 

Sold to Usha Cloth Store : 

20 Blankets @ Rs. 50*00 each. 

10 Blankets @ Rs. 25 00 each. 

Purchased from Santosh Bros, i 
20 pcs. Calico @ Rs. 6*50 per pc. 

10 pcs. Calico @ Rs. 5*00 per pc. 

Sold to Narendra Cloth Co. 

20 pcs. Calico @ Rs. 7 00 per pc. 

Sold to Black Bros. 

10 Blankets (S) Rs. 20*00 each. 


Bolotion 


PURCHASES BOOK 


Dau 


Particulars 


Invoice 

No. 



Rairndra Gupta & Co : 


Rs. 4'25 per yd 
® Rs. 7 0J per yd 


20 yds. Silk 
30 yds Nylon 


Prince & Co. : 

400 pcs. Prints @ Rs. 20 per pc. 
20 pcs. Prints @ Rs. 8 per pc. 


Santosb Gupta : 

20 pcs. Calico @ Rs. 6*50 per pc 
10 pcs. Calico Rs. 5 per pc. 


Dr. 


Purchases A/c 



Total 


295*00 


8460*00 


18000 


8 , 635 * 








SALBS BOOK 


Date 

Particulars 

Invoice 

No. 

L.F. 


1981 
July 10 

Ramesb Cloth Store : 

30 yds. Silk @ Rs. 5 per yd. 

15 yds. Velvet @ Rs. 610 per yd. 

1 


Rs. 

150-00 

91-50 

.. 20 

Usha Cloth ^ore ; 

20 blankets @ Rs. 50 each 

10 blankets @ Rs. 25 each 



1,00000 

250*00 

CO 

w 

Narcndra Cloth Co. : 

20 pcs. Calico @ Rs. 7 00 per pc. 



140*00 

.. 31 

Black Bros. : 

10 blankets @ Rs. 20 each 



200*00 


Sales A/c Cr. 





Total 


Rs. 


241*50 


1,250*00 


14000 


200*00 


1,831*50 


So far we have discussed and illustrated the Purchases Book 

and the Sales Book and their posting in Ledger account. It would 

be better to mention a few points in this regard to enable the stu- 
dents to have a complete grasp on the various problems. 

• 1 Purchases and Sales record only ^Credit trade Trans^ 

actions^ viz . — credit trade purchases and credit trade sales Credit 
trade purchases means purchases on credit of merchandise bought 
for resale, or raw material bought for manufacture and sale. 
Similarly credit trade sale means selling on credit the goods we deal 
in or we manufacture and sell. In other words, these books do not 
record credit purchase or credit sale of non-trading items like; furni- 
ture, machinery, building, etc., which are bought not for resale but 
for retaining in the business. Such transactions will be recorded in 
the Journal. 

2. It may also be remembered that it is not the nature of the 
items which may be defined as trade items and non-trade items, but 
the nature of the business. For example, Furniture will normally be 
a non-trade item and its credit purchase will be recorded in Journal. 
But for a dealer in Furniture, it is to be considered trade item or goods 
and entries will be made in Purchases and S.ales Book. 

3. Cash purchases and cash sales will never be recorded in 
these books. 

Parchases Returns Book or Returns Outward Book 

Sometimes when the goods have been bought, but they do 
not meet the satisfaction of the businessman, the businessman returns 
them to the seller. This is called Purchases Returns or Returns Out- 
ward. There may be many reasons of returning the goods. For 
example the quality of the goods supplied may be inferior, or they 

E.B.K. (7) XI 




may not have been delivered in time, or they may be partially defec- 
tive or thev might have been damaged in transit. Because of any of 
these reasons, either the goods are returned or some allowance is 
allowed by the supplier. Again, such goods might have been bought 
either on cash or on credit. If it were a cash purchase, the goodi 
would be returned and cash received. Since cash is *Coming m' it 
would be recorded on the debit side of the cash book *To Returns 
Inward’ and Ledger posting done accprdingly. But most of the times 
such returns are for credit purchases which have been recorded in 
Purchases Book. The businessman wants to know as to how much 
goods he has returned and thus he maintains a separate book called' 
Purchases Returns Book or Returns Outward Book, wherein he- 
records all such transactions. 

When the goods are so returned, the businessman also sends a 
Debit Note to the supplier, wherein he intimates to him that his 
account has been debited on account of return of goods purchased 
by him earlier. The seller on receipt of the goods and the debit note- 
sends a Credit Note intimating that he has received the goods and 
the account of the customer has been credited with the value of the 
goods returned. 

nirntratioD 6-6. 


Prepare Purchases Returns Book of Shri Rajendra Kumar fronv 
the following transactions : — 

1981 Rs. 

Jan* I Returned to Ram Prakash 500.00 


9 $ 5 Returned to Bhola Ram 

» 15 Returned to Prem Chandra 

99 25 Returhed to Yogendra Behari 


300.50 

200.00 

100.00 


Solution. 


PURCHASES RETURNS BOOK 


Date 


Particulars 


L.F. Details 


Total 


1981 
.• 5 




Ram Prakash 
Bhola Ram 
Prem Chandra 
Yogendra Behari 


Rs. 

500 

30050 

200 

100 


Cr. 



Purchases Returns A/c 


1,100*50 
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Uigei posting of Parchases Returns Book 

a.i, book on... 

means that those to whom goods are being r a 

credit the Purchases Returns A/c. 

Ledger Posting of Purchases Returns Book. 

_ RAM PRAKASH 


Dr. 


Date particulars 


L.fJ Amount Date Particulars L.F. Amount 


1981 

Jan. 1 To Purchases 

Returns A/c 


Rs. 

500 


Dr. 


1981 

Jan. 5 TojPurchases 

Returns A/c 


Dr. 


ly81 

Jan.l5 To Purchases 

Returns A/c 



BHOLA RAM 


Rs. 

300''50 


Cr. 



PREM CHANDRA 


Ks. 

20000 


Cr 



Dr. 


YOGENDRA BEHARI 


Cr. 




Dr, 


PURCHASES RETURNS ACCOUNT 


Cr* 


1981 
Jan. 31 


By Sundries 


Rs. 

1,10050 


Sales Returns ^ook or Returns Inward Book 

Just as a businessman, returns, his goods after purchase on 
account of certain reasons, in the same way his customers may also 
return to him. When goods are returned by custmers, they are en- 
tered in a book called Sales Returns Book or Returns Inward Book 
The form is just like that of the Purchases Returns Book except the 
Debit Note column which becomes Credit Note column in Sales 
Returns Book This is because of the fact that the businessman wil 1 
now have to issue credit note for the goods so returned by customers 
This will >e clarified with the help of the following example ; 

Illustration 6-7. 

Enter the following transactions in the Sales Returns Book of 
Sharan & Sons. 


Aug. 


1981 






1 


16 


31 


Returned by Harish Gupta & Co, 

100 bags Coffee @ Rs. 40 per bag. 

Returned by Narendra & Co. 

200 chests Tea @ Rs. 50 per chest. 

Returned by Bhagwan Bros. 

50 tins Ghee @ Rs. 100 per tin. 


SolatioD 


SALES RETURNS BOOK OF SHARAN & SONS. 


Date 

Particulars 

L.F. 

Details 

Total 

1981 
Aug. 1 

Harish Gupta & Co. : 

100 bags Coffee @ Rs. 40 per bag 

1 

1 

Rs. 

4,000 

4,000 

.. 16 

Narendra & Co* : 

200 chests Tea @ Rs. 50 per chest 


1 

10,000 

10,000 

1 

» 31 

Bhagwan Bros. : 

50 tios Ghee @ Rs. 100 per tin 


5,000 

1 

5.000 

1 

1 

Sales Returns A /c Dr. 



19,000 
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Ledger Postirfg of Sales Returns Book 

What is to be remembered is that the *goo^’ (Sales 

are received and the customers are the ‘givers’. As such J® 
^^thraccounts of the ‘givers’ vfe the customers aud debit the 

‘Sales Returns A/c’ for the returns are coming in . 

The ledger posting of the above Sales Returns Book will be as 
under : 


Ledger Posting 


HARISH GUPTA & CO. 


o. 


Date 

Particulars 

L.F. 

Amount 

Date 

Particulars 

L.F. 

Amount 

1 



1 

1981 
Aug. 1 

1 

By Sales 
Returns A/c 

1 

1 

Rs. 

4.000 

• 

Dr. 

NARENDRA&CO. 

Cr. 


1 


1 

1 

^ 1 

1 

1 

! 1931 
Aug. 
16 

1 

By Sales 
Returns A/c 

1 

1 

, 

1 

Rs. 

1 

10,030 

Dr. 

BHAGWAN BROS. 

Of. 




1 

1981 

Aug. 

31 

By Sales 
Returns A/c 

9 


Rs. 

5,000 


Cr 


Dr. 


SALES RETURNS ACCOUNT 


1981 



Rs. 





Aug. 

To Sundries 


19,000 





31 1 

1 


1 






As has been discussed earlier usually a businessman desires to 
know the split up or analysis of his purchases, sales or returns. 
Accordingly all these books can be converted into columnar books. 
The columnar Purchase Book has already been discussed. The 

pattern of the other books will be the same. Let us see the following 

illustration * ^ 
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nbistration 6-8. 

Enter the following transactions in the Columnar Purc^ses 
Book, Sales Book, Purchases Returns Book and Sales Returns Book 
of Shri Ramesh Kumar. 


1981 

Jan. 1 Purchased from Yog Raj : 

100 bags Rice @ Rs. 80 per bag 
200 bags Sugar @ Rs. 100 per bag 

„ 2 Purchased from Vinod Chopra : 

150 bags Wheat @ Rs. 90 per bag 
80 bags Sugar @ Rs. 90 per bag 




99 


99 


4 

5 


Naresh Kumar Purchased from us 
20 bags Rice @ Rs. 110 per bag 
50 bags Wheat @ Rs. 100 per bag 


Sold to Vijay Kumar : 

120 bags Rice @ Rs. 100 per bag 
30 tins Ghee @ Rs. 200 per tin 


6 Raj Kumar Sold to us : 

10 bags Rice @ Rs. 100 per bag 
20 tins Ghee @ Rs. 190 per tin 


99 


99 


15 Naresh Kumar returned to us 

2 bags Rice 
5 bags Wheat 

25 Returned to Vinod Chopra : 
5 bags Wheat 


SolotioD 


COLUMNAR PURCHASES BOOK 


Date 

Particulars 

L.F. 

Wheat 

Rice 

Sugar 

Ghee 

Total 

“Sir 

JttL 1 

” 6 

99 V 

Yog Raj 

Vinod Chopra 

Raj Kumar 

1 

1 

) 

1 

13.500 

8.000 

1.000 



20,000 

7.200 

3,800 

28,000 

20.700 

4,800 


Purchases A/c 

Dr. 


13.500 

mm 

27.200 

3,800 

53,500 
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•ate 


particulars 


COLUMNAR SALES BOOK 

Il.F.I Wheat Rice Sugar Ghee 


Total 


Naresh Kumar 
,, 5 Vijay Kumar 


5,000 2,200 
— 12,000 


— 72,00 

6.000 18,000 


Sales A/c 


Cr. 


5,000 14.200 


6.000 25,200 


Date 


Date 


columnar purchases returns book 


Particulars 


L.F. Wheat Rice Sugar Ghee Total 


1981 

|Jan. 25 Vinod Chopra 


purchases Returns A/c 

Cr. 


450 — 


450 


450 


450 


COLUMNAR SALES RETURNS BOOK 


Particulars 


L.F. Wheat Rice Sugar Ghee Total 


1981 

Jan. 15 Naresh Kumar 


500 


220 


720 


Sales Returns A/c Dr. 


590 


220 




720 


Journal Proper 

In the previous pages we have discussed various subsidiary 
boolcs. There are still many transactions that cannot be entered in 
any of the above mentioned l^oks. Such transactions that cannot 
be entered, elsewhere, are entered in Journal Proper. It is a vbry 
important book for a businessman. Following transactions are 
entered in Journal Proper : 

1. Miscellaneous Entries. Those transactions that cannot 
be entered anywhere else are entered in this book, for example, 
bought furniture on credit, sold old furniture or old machine, etc. 

2. Opening Entries. It is necessary for a lausinessman that 
assets and liabilities of the last year be carried forward to the next 
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year. For this purpose a joint entry has to be passed. This can bo 
done only through journal proper. 

3. Rectification of Errors. Sometimes there arc errors in 
accounts books. Rectifying entries are a ‘must* to correct them. 
This can be done through journal proper. 

4. Adjnsting Entries. Some adjustments are necessary while 
preparing final accounts. They are as follows : 

(d) Interest on Capital. To arrive at net profit it is necessary 
to take interest on capital into consideration. Sometimes the 
businessman uses his own capital and sometimes he uses borrowed 
capital. In both the cases interest has to be calculated. This can be 
done through journal proper. 

(b) Depreciation. There is always a depreciation in the 
value of fixed aseets. This might be due to wear and tear or 
obsolescence. 

(c) Outstanding Expenses. There are certain expenses of 
the business which should have been paid during the current year 
but could not have been paid due to some reason or the other. 
They are called outstanding expenses For example, the business 
roan has paid only 7 months’ rent instead of 12 months. It means 
5 months’ rent is outstanding. 

(d) Prepaid Expenses. Similarly there can be certain ex- 
penses that have been paid in advance. These are called prepaid 
expensesr. 

(e) Bad Debts. Amounts not recovered are called bad debts. 

5. Entries relating to Dishonour of Bills. Such entries can 
also be passed through journal proper only. 

6, Closing Entries. At the close of the year some closing 
entries are also required. This is also possible through journal 
proper. 

All these entries will be discussed at the appropriate place. 

Let us have an exami>le to illustrate the point : 

DhntratioD 6-9. 

Enter the following transactions in the ‘Journal Proper’ of 
Shri Surendra Kumar : 



I98J 


Rs. 

Jan. 

5 

Charged depreciation on Furniture 

500 

ft 

10 

Charged interest on Capital 

200 

$9 

21 

Old Furniture purchased from S. Lai oncredit 

lOO 

99 

25 

Ram Lai purchased our old machinery 

200 

99 

26 

Cash received from Shyam Lai wrongly 
credited to Ram Lai’s account 

200 

it 

27 

Rent due to Landlord 

50 


29 

Salaries due to clerks 

lOO 
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Solution 


JOURNAL PROPER OF SHRI SURENPRA KUMAR 


Date 


1981 

Jan. 5 




10 


9 $ 


21 


Particulars 


Depreciation A/c 
To Furniture A/c 

(For depreciation charged on Furniture; 


Interest A/c 

To Capital A/c . 

(For interest charged on capital) 


Dr. 


Furniture A/c 

To S. Lai ^ ^ . 

(For old furniture purchased from him) 


09 


., 29 ^ 


Salaries A/c 

To Outstanding Salaries A/c 
(For salaries due) 


Dr. 


L.F. 


5 Ram Lai 

Dr. 

To Old Machinery A/c 


(For old machinery sold to Ram Lai) 

> Ram Lai 

Dr. 

To Shyam Lai 
(For cash received from 

Shyam Lai 

wrongly credited to Ram 
now corrected) 

Lai’s A/c, 

Rent A/c 

Dr. 

To Outstanding Rent A/c 
(For Rent due to landlord) 



Ulnstration 6-10 


Dr. 

Amount 

Or. 

Amount 

Rs. 

500 

Rs. 

500 

V 

200 

200 ' 

100 

1 

100 

200 

200- 

200 

200. 

50 

50 

100 

100 


The following were the balances of accounts appearing in the 
books of Sunil Kumar & Co. on 31st December, 1980. 

Debit Balances. Debtors Rs. 10,000 ; Investments Rs. 2,000 j 
Stock Rs. 10,000 ; Cash in hand Rs. 1,200 ; Cash at Bank Rs. 4.800; 
Machinery Rs. 30,000 ; Furniture Rs. 20,000. 

CpitS' R? 


hv balances in the next year’s accounts books 

by an Opening Journal Entry. 
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JOURNAL PROPER OF SUNJL KUMAR & CO. 


Date 


1981 
Jan. 1 


Particulars 


Debtors A/c Dr, 

Investment A/c 
Stock A/c 
Cash in hand A/c 
Cash at Bank A/c 
Machinery A/c 
Furniture A/c 
To Creditors A/c 
To Loan A/c 
To Capital A/c 

(For balances of previous years brought 
forward) 


L.F. 


Dr. 

Amount 


Rs. 

10,000 

2,000 

10.000 

1,200 

4,800 

30.000 

20.000 


78,000 


lUnstratioD 6-11. 


Cr. 

Amount 


Rs. 


30.000 

8,000 

40.000 


78.000 



Record the following transactions in the Sales Book, Purchasea 
^ok. Sales Re^rns Book, Purchases Returns Book and Journal 
Proper of Shn Pramod Kumar : — 

1981 

Jan. 1 Assets. Cash in hand Rs. 2,000 ; Cash at Bank Rs. 3 000 • 

Stock Rs. 1,000 ; Virendra Mishra Rs. 2,000 

Sagar Nizami Rs. 1,000 ; Furniture Rs. 500. 

Liabilities. Narendra Kumar Rs. 1,000; Ram Narain Rs. 2,000: 

Gokal Das Rs. 1 000 ; Jagdish Chaturvedi Rs. 500: 
Capital Rs 5,000. 




>7 


• 9 




Rs. 30 per bag 
1 us 

Rs. 100 per tin 
Rs. 50 per bag 


10 Purchased Furniture from Ghasi Ram 

11 Sunil purchased an old machinery from u 

13 Purchased from Laxmi Das : 

20 bags Sugar @ Rs. 40 per bag 
10 bags Rice @ 

14 Hari Das purchased fro 

10 tins Ghee 
20 bags Sugar 

15 Hari Das returned goods to us : 

2 tins Ghee @ Rs. 100 per tin 
2 bags Sugar @ Rs. 50 per bag 

„ 19 Returned goods to Laxmi Das 

,, 20 Laxmi Das gave us special allowance 
for certain defects in goods purchased 
from him 

,, 23 Two old tables sold to Rajendra Kumar 


Rs, 

200 

300 




100 


30 

10 


107 

tan ?*? Sacar Nizami declared bankrupt, a First 
Jan. 26 of 25 Paise in a m^e 

out of debt Rs. 1,000 received from him 

31 Interest due to Narendra Kumar 
31 Taken by the proprietor for his personal use 
” 1 bag of Sugar @ Rs. 30 per bag 

2 bags of Rice @ Rs. 20 per bag 

purchases book 


Date 


Particulars 


L.F. Details 


25 


Total 


1981 

ian.l3 LaxmiDas: 

20 bags Sugar @ Rs. 40 per bag 
10 bags Rice @ Rs. 30 per bag 


Rs. 


800 

300 


Ri. 


1,100 


purchases A/c 


Dr 


1,100 


SALES BOOK 


Date 


1981 

ian.l 4 Hari Das : 


Particulars 


10 tins Ghee @ Rs. lOO per tin 
20 bags Sugar @ Rs. 50 per bag 


Details 

Total 

Rs. 

Rs. 

1,000 


1,0C0 

2,000 


Sales A/c 


Cr. 


2,000 


PURCHASES RETURNS BOOK 
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SALES RETURNS BOOK 


Date 

Particulars 

L.F, 

Details 

Total 

1981 

JftD .15 

Harl Das : 



Rs. 

Rs. 


2 tins Ghee @ Rs. 100 per tin 

2 bags Sugar @ Rs. 50 per bag 



200 

100 

300 







1 

Sales Returns A/c 

1 

Dr. 


1 

300 


JOURNAL PROPER 


1 

Date 

Particulars 

L.F. 

Dr. 

Amount 

Cr. 

Amount 

1981 




Rs. 

Rs. 

Jan.l 

Cash in hand 

Dr. 


2,000 


Cash at Bank 

y 9 

1 

1 

3,000 



Stock 


1 

1,000 



Virendra Misra 

9f 


2,000 



Sagar Nizami 

if 


1,000 



Furniture A/c 



500 



To Narendra Kumar 




1 ,000* 


To Ram Narain 




2.000- 


To Gokal Das 




1,000 


To Jagdish Chaturvedi 




500 


To Capital 




5,000 


(For balances of last year brought in) 




„ 10 

Furniture A/c 

Dr. 


200 



To Ghasi Ram 



200 


(For furniture purchased on credit) 


1 


M 11 

Sunil 

Dr. 


300 


1 

To Old Machinery 
(For old Machinery sold to Sunil) 




300 


Contd, on Next Page 






Particulars 

I 

L.F. 

Dr. 

Amount 

Cr. 

Amount 

n A 




Rs. 

R&0 

JaD.20 

Das Dr. 

To Purchases A/c 

(For the special allowance allowed to 
us by Laxmi Das in respect of goods 
purchased from him) 


30 

30 

„23 

Rajendra Kumar Dr. 

To Old Furniture A/c 
(For two old tables sold to him on Cr.) 


10 

10 

1 

1 

..26 

1 

Bad Debts A/c Dr. 

To Sagar Nizami 

(For amount due on Sagar Nizami writ- 
ten ofif as Bad Debts) 

j 

250 

1 

250 

31 

Intvest A/c Dr. 

To Narendra Kumar 
(For interest due on Narendra Kumar’s 
loan for one month) 

1 

1 

25 

23 

.. 31 

Drawings A/c Dr. 

To Purchases 

(For one bag of Sugar and 2 bags of rice 
taken by the proprietor for his per- 
sonal use) 


70 

70 

> 


Grand Total 

1 

1 

10,385 

10,385 





'• = “ = = — 


Note 1. On 10th January furniture has been purchased on 
credit. It cannot be entered into Purchases Book because it was not 
purchased for resale but for daily business use. It will be recorded 
in Journal Proper. 

. 9® January old furniture was sold to Rajinder 

Kumar. It will also be recorded in the journal proper and not in the 
Sales Book. 


3. On 26th January there is a Bad Debt 
recorded in the Journal Proper. 

Standard Questions 


It will also be 


1. Define ‘Purchases Book’ and ‘Sales Book’. 



What do you understand 
Returns Book ? 


by Sales Returns Book and Purchases 




Define Journal Proper 
modem business world ! 

What is Purchases Bool 


For what purposes is it used in the 
What other names can you give to 
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it ? For what purposes d^s 

Where will you record cash purchases r k.ui 

of Purchases Book. 

5 What is a ‘Special Purpose Subsidiary Book’ *? Give a speci- 
men of such a book showing at E.am., 1978) 

t. Wh.. 1. a Joan,.! pr«P« ; 

honour of a bill made when the bill is (2J.S.S.C.F. 1978)‘ 

7 . Sare^'the^special purpose subsidiary books^ 
business house. ^ 

Practical 

FWebas^^^ the following transactions of Sanjay Kumar Chaturvedn 
in the Purchases Book ; 


1981 

March 


99 


99 


1 Purchased from Rajendra Bros., Mathura : 
50 tins Ghee @ Rs. 200 per tin. 

100 bags Sugar @ Rs. 20 per bag. 

Less 10% trade discount. 

2 Bought of Bharat Stores, Bombay : 

20 bags Gram @ Rs- 30 per bag. 

10 bags Sugar @ Rs. 20 per bag. 

15 bags Wheat @ Rs. 40 per bag. 

Less 10% trade discount. 

30 Bought of Harish Kumar Gupta, Kaithai : 
10 bags Sugar @ Rs. 55 per bag. 

30 tins Ghee @ Rs. 100 per tin- 


Anst Total Rs. 15,610.f 

2 , Enter the following transactions in the Columnar Purchases 
Book : 


1981 

Jan. 1 


99 



Jan. 25 


Ana. 


lught of Yog Raj & Co. : 

0 bags Sugar @ Rs. 100 per bag. 
bags Rice @ Rs. 90 per bag. 
bags Barley @ Rs. 40 per bag. 
bags Wheat @ Rs. 80 per bag. 

jught of Ravi Chopra & Co. : 
bags Sugar @ Rs. 25 per bag. 
bags Rice @ Rs. 70 per bag. 
bags Maize @ Rs. 30 per bag. 

1 baas Wheat @ Rs. 80 per bag. 


Sunil Chaturvedi sold to us ; 

30 bags Sugar @ Rs. 1 50 per bag. 
20 tins Ghee @ Rs. 150 per tin. 
30 bags Rice @ Rs. 60 per bag. 


Toul Rs. 31,350. 


in 


Sales Book 

3. Enter the following transactions in the Sales Book of Shri S.K 
Sharma Co. : 


1981 

July 1 Sold to Brij Bhushan Kul Bhushan, Delhi ; 

100 chests Tea @ Rs. 50 per chest. 

20 tins Cocoa @ Rs. 29 per tin. 

„ 9 Sold to P.N. Chaturvedi & Co., Bombay : 

30 bags Sugar @ Rs. 40 per bag. 

20 bags Wheat @ Rs. 35 per bag. 

„ 1 5 Sold to R S. Bhandari, Kanpur : 

20 bags Gram @ Rs, 20 per bag. 

15 tins Ghee @ Rs. 100 per tin. 

35 bags Sugar @ Rs. 50 per bag. 

Ads. Total 11,130, 

4. Enter the following transaction in the Sales Book : 
1961 

Mlarch ■ 1 Manga watch Co. Delhi purchased from us : 

6 doz. Ansonia office clocks @ Rs. 15 each. 

6 doz. Seiksh office clocks @ Rs. 5 each. 

2 doz. Niagira office clocks @ Rs. 15 each. 
Less 20% Trade Discount. 

Sold to Anil Chaturvedi, Mathura ^ 

4 doz. West Clock Sleep-meter Alarm Time 
Pieces @ Rs. 30 each. 

2 doz. West End Wrist Watches @ Rs, 30 each 

3 doz. ‘Bee’ time Pieces @ Rs. 25 each. 

Less 10% Trade Discount. 

Total Rs. 4,194. 


M 20 


Ans. 


5. 


Prepare Purchases and Sales Books of Hindustan 

Merchaots from the following transacdont 
1981 


Genera: 


Sept 


1 


ff 




10 


99 


20 


Purcha^d from Ganga Ram John Mai, Agra : 
20 tins Ghee @ Rs. 200 per tin. 

25 bags Sugar @ Rs. 40 per bag. 

Sold to Gupta Stores, Kanpur : 

20 bags Gram @ Rs. 30 per bag. 

1 5 bags Barley @ Rs. 1 5 per bag. 

Purchased from Rastogi Bros , Meerut : 

30 tins Ghee @ Rs. 180 per tin 
1 5 bags Sugar @ Rs. 40 per bag. 

Less 10% Trade Discount. 

Sold to Anil Gupta & Co , Agra : 

20 bags Sugar @ Rs. 50 per bag 
10 tins Ghee @ Rs. 225 per tin 
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Sept« 25 


99 



%9 




Ans. 


Bought of Sunil Bros., Aligarh : 
10 tins Ghee @ Rs. 180 per On 
25 bags Sugar @ Rs. 40 per bag 


Sold to Om Prakash & Co., New Delhi : 
100 tins Ghee @ Rs. 170 per tin 
200 bags Sugar @ Rs. 50 per bag 


Bought of Santoth Bors., Moradabad : 
10 tins Ghee @ Rs. 150 per tin 
Less 10% Trade Discount 


Sold to Ahuja Stores, Gandhi Nagar ; 
100 bags Sugar @ Rs. 45 per bag 
Less 10% Trade Discount 


Total of Purchases Book Rs. 14,550. 


Total of Sales Book Rs. 35,125. 


Farchases Returns Book and Sales Returns Book 


6 . Purchases Returns Book of Ravindra Furniture House 
1981 

Feb. 1 Returned to Chaturvedi & Co, : 

5 Stools @ Rs. 8 per Stool 
10 Chairs @ Rs. 15 per Chair 




9f 


10 Returned to Gupta Furniture Stores : 
s Tables @ Rs. 10 per Table 
8 Stools @ Rs. 5 per Stool 

28 Return to Ashok & Co. : 

7 Tables @ Rs. 12 per Table 
5 Stools @ Rs. 10 per Stool 


Ans. Rs. 414. 


7. 


Jan. 


.. 10 


99 


Enter the following transactiojis in the Sales Returns Book 
Sunil Book Stores : — 

1981 

5 Returned by Shrcc Mahavir Book Depot. : 

20 copies of Book-keeping @ Rs. 2*50 each copy 

Returned by Gupta Publications : 

50 copies of Economics Made Easy @ Rs,';2*00 
per copy 

Returned by Mathura Pustak Bhandar : 

50 copies of Chemistry @ Rs. 5 per copy 

Returned by Forward Book Depot ; 

10 copies of Hindi Grammar @ Rs. 2*00 per copy 

Total Rs. 420. 


Jan. 1 5 


25 


Ans. 



Record the following transactions of 
the proper books 



od Kumar Kapoor in 


ian. 


f: 

f 




1981 

1 

3 

7 

9 

15 

20 

21 

22 

23 

31 

31 


Ans. 


Cash in hand t 

Goods purchased from Ram Lai Babber 
Goods sold to Santosh Kumar 
Goods purchased from Vijay Kumar 
Goods Returned from Santosh Kumar 
Goods Returned to Ram Lai 
Cash paid into Bank 
Paid wages 

Received from Harish Gupta 
Paid for salaries 

Furniture purchased from Vijay Ahuja 


Rs. 

1,700 

200 

400 

500 

50 

25 

200 

20 

500 

100 

200 


Cash in hand Rs. 1 ,880 ; P. Book Rs. 700 ; S. Book 
Rs. 400 ; R.I. Rs. 50 ; R.O. Rs. 25 ; Total of Journal 

Rs. 200. 


9. Record the following transactions in the proper books of Sunil 

Kumar : — 

1980 


March 1 Assets : Cash in hand Rs. 3,200 ; Buildings Rs. 300 ; 

Furniture Rs. 1,303. 


$ 

$ 

t 

-t 

9 

9 

9 

9 

9 


$9 


Liabilities : Vijay Rs. 103 ; Banmali Rs. 200 ; Capital 


Rs. 4,500. 

Rs. 

3 Goods purchased for cash 2,000 

5 Bought of Harish Kumar 1,000 


M 


8 Hari Nath sold to us 200 


M 


10 Goods returned by Jai Dayu; 200 


It 


12 Sale of old newspapers to Ram on credit 25 


II 


16 Rent due to landlord 100 


20 Charged interest on Capital @6% p.a. for 
one month 

31 Jai Dayal became insolvent and 50 P. in a rupee 
received from his official receiver. 

Ans. Cash Balance Rs. 2,100 ; P.B. Rs. 1,200 ; S B, 
Rs. 2,000 ; Purchases Returns Book Rs. 100 ; Sales 
Returns Book Rs. 200 ; Total of Journal Rs. 6,100'50. 


10. Enter the following transactions in the proper books of Seth 
Ramesh Arora : — 

S. B. K. (8) XI 





1980 

July 

31 

if 

31 

$9 

31 

99 

31 

99 

31 

99 

31 

99 

31 

99 

31 

99 

31 

99 

31 

99 

31 

99 

31 

99 

31 


Cash in hand 
Cash sales 

Goods purchased from Narayan- 

Good^sold to Vinay Kumar 

Cash paid to Brij Narayan 

Goods returned to Narayan 

GoodsVetumed by Vinay Kumar 

Goods purchased for Cash 

Cash received from Vinay Kumar 
allowed him discount 

Cash paid into Bank 

Old furniture purchased from Rajan St Co. 
Goods taken for private use 
One Radio-set purchased from Khanna & 
Coi on credit for private use 


Rjw 

2.500* 

400* 

380 

500 

700 

50 ' 

100 

250 

300 

20 

500* 

200 

100 

300 



Ads. Cash in hand Rs. 1,750 ; P. B. Rs. 380 ; P. R. B. Rs. 50;: 

S. B. Rs. 500 ; S, R. B. Rs. 100 ; Journal Proper Rs. 600 ; 
Discount Dr. Rs. 20. 

Enter the following transactions in the proper books of Raj 
Kumar: — 


1980 


Rs. 

April 

1 

Raj Kumar started business with cash 

20,000 

99 

2 

Goods purchased for Cash 

3,000 

99 

3 

Goods Purchased from Yog Raj 

4,000 

99 

4 

Sold goods for Cash 

6,000 

99 

5 

Goods sold to Chandra Kant 

5.000 

99 

6 

Goods returned by Chandra Kant 

1,000 

99 

7 

Goods returned to Yog Raj 

200 

99 

8 

Furniture purchased for Cash 

400 

99 

9 

Paid for wages 

100 

99 

10 

Cash received from Chandra Kant 

4.000 

99 

11 

Cash paid to Yog Raj 

3,700 



and he allowed us discount 

100 

99 

12 

Paid for charity 

200 

99 

13 

Goods sold for Cash 

6,000 

99 

14 

Goods purchased for Cash 

3,000 

99 

15 

Goods sold to Vinod Chopra 

5,000 

99 

16 

Goods purchased from Naresh Kumar 

2,000 

99 

17 

Goods returned by Vinod Chopra 

200 

99 

18 

Cash paid by Vinod Chopra 

4,700 



and we allowed him discount 

\ 

100 
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April 19 Goods returned to Naresh Kumar 200 


It 


and he allowed us discount 50 

21 Old furniture sold to A Kumar on credit ~ 200 

23 Old Newspapers sold to N. Kumar on credit 25 

23 Paid for interest 100 

30 Paid for Rent 250 

30 Paid for salaries 500 


Ads. Cash in band Rs. 27,700; Discount Dr. Rs. 100 8c Cr. 
Rs. 150; P. B. Rs. 6,000; S. B. Rs. 10,000; P. R. B. 
Rs. 400; S. R. B. Rs. 1,200; Journal Proper Rs. 225. 


/ 



7 

Trial Balance 

“A Trial Balance is a statement of debit and credit totals or 
balances, extracted from the ledger with a view to test the arith- 
metical accuracy of the books.” 

We have seen that every businessman records all his trans- 
actions, first in subsidiary books and then posts them into various 

accounts in ledger. We have also seen that while balancing the 
individual accounts in ledger, there are three possibilities : 

(a) The totals of both the sides of the accounts may balance 
equally. In such a case the account is automatically closed off. 

(b) The total on the debit side may be more than that on the 

credit side. This excess of the debit side over the credit side of an 

account signifies a debit balance. 

(c) The total on the credit side may be more than that on the 
debit side. This excess of the credit side over the debit side of an 
account signifies a credit balance. 

We have also seen that under the Double Entry System, each 
transaction is recorded two times, once on the debit side of one 
account and again on the credit side of another account. It should 
mean that total of all the entries on the debit side of different accounts 
should tally with the total of all the entries on the credit side of all 
the accounts. Such an identity of the totals of the debit side of the 
accounts with the totals of the credit side of the accounts also indi- 
cates the maintenance of accounting equation. 

For providing the accuracy of postings in a ledger periodically, 
balances in various accounts in the ledger are extracted, debit balan- 
ces separated from credit balances, either on a sheet of paper or in a 
book. If the totals of the debit and credit balances agree, it is 
^nsidered to be a proof of the arithmetical accuracy of postings. 
Tws IS because there is always equal debit and credit entries for 
each transaction. Provided the postings and totals are correct, the 
total of debit balances should agree with the total of credit balances. 
The list of balances extracted for proving the accuracy of posting 
is called the Trial balance. However, it must always be remembered 
that : — 

(/) Trial balance is always prepared on z. particular date. That 
is why “As on... (date)” is always written under the heading. 

(ii) It is a comprehensive list of all the accounts in the ledger 
including cash account. 

(///) The balancing of the debits and the credits in a Trial 
balance indicate that the accounting equation has been maintained. 
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: :;vr. 

correct. 

"'•T -vr-rsi? 

eSlTarit fs'a^sCed't^af arithmetical error in the 

accounts 

A Trial Balance has four columns— 

(a) Particulars, (b) Ledger Folio, (c) Debit Total, (d) rc 

Total. 

0 Rv Balance Method — In this method balance of 
account if wrkten instead of its total This method is more w - 
Snt since adding is simple because of small ajnounts. It saves 
both time and labour. It contains four columns—* 

(a) Particulars, (6) L.F.. (c) Debit Balance, (rf) Credit BalaocCe 

3 Total and Balance Combined Method— This is the comp- 
ilation of the above two methods^ Thus it contams ^ 

.amount ; two for totals and two for balances. This method involves 

more time and more labour. So it is not so popular. 


Ulnstration 7-1 

Post the following transactions into the Ledger and prepare 
Trial Balance by all the three methods : 



1981 

Jan. 

1 

ff 

2 

ff 

3 


4 

Pf 


99 

5 

99 

15 

99 

17 

99 

21 

99 

23 

99 

24 

99 

28 

99 

31 

99 

31 

99 

31 


Anil Kumar started business with cash 
Goods purchased from V. Prasad on Credit 


Goods sold to Prem Chandra 

Goods purchased from Sohan Lai for Cash 

Paid for wages (Unproductive) 

Goods purchased from Prera Chandra 
Goods sold to Om Prakash 
Goods purchased from Chiranjit 
Paid for interest 

Goods purchased from Om Prakash 
Cash Received from Prem Chandra 
Cash paid to Chiranjit 
Paid for Rent 
Closing stock 


5,000'25 
200 50 
500- 12 
400*75 
50- 16 
100*19 
50*75 
300 ^0 
15*20 
200 18 
100-50 
300 60 
10 50 
800*00 
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$ 


SolatioD 

Dr. 


Da 



Particulars 


1981 I 
Jtt. 31 To Balance c/d 


CAPITAL ACCOUNT 


Amount I Date 


Particulars 


Rs. 1981 i 
5,000-25 Jan. 1 By Cash A/c 


Cr. 


Amount 


Rs. 

5,000 25 


Dr, 


1981 
Jan. 1 

M 28 


To Capital A/c 
To Prem 
Chandra 


F^b. 1 I To Balance b/d 


Feb. ■ 1 By Balance b/d 


CASH ACCOUNT 


Rs. 


5,10075 

4,323-54 


1981 


5,000-25 Jan. 4 By Goods A/c 

»* 5 „ Wages A/c 

100*50 „ 23 I „ Interest A/c 

.. 31 ■ r'Kirjintif A 


„ Interest A/c 
„ Chiranjit A/c 
„ „ Rent A/c 

„ Balance b/d 


5,000*25 


Cr. 


Rs. 



5.100*75 


Dr. 


1981 


J«D. 


2 

4 

15 

21 

24 

31 


To V. Prasad 
„ Cash A/c 
„ Prem Chandra 
Chinnjit 
Ora Prakasb 
,, Gross Profit 
T/F to PAL A/c 


GOODS ACCOUNT 


Rs. 


iKtl 


300 60 
200*18 

148*65 


Cr. 


Rs. 
500*12 
50*75 
SCO 


Peb. 1 I To Balance b/d 
Df. 


1981 

Jan* 31 To Goods A/c 


1,350*87 


PREM CHANDRA 


Ks 

500*12 


1981 
Jan. 15 
.. 28 
.. 31 


By Goods A/c 
„ Cash A/c 
„ Balance c/d 


1,350-87 


Cr. 


Rs. 

100*19 

100*50 

299*43 


Feb 1 i To Balance b/d 


Di 


To Balance c/d 



500*12 


299 43 


V. PRASAD 


Ks. I 1981 I 

200*50 Jan. 2 By Goods A/c 


I 


Feb. 1 I By Balance b/d 


500*12 


Cr. 


200*50 












m 


Vr. 


TtENT ACCOUNT 


Cr. 


1981 
Jan. 31 

■ 

To Cash A/c 


Rs. 

10*50 

1 1981 

1 Jan. 31 

By P. A L. A/c 


Rs. 

10-50 

2>r, 


WAGES ACCOUNT 

Cr 

1981 
Jan. 5 

To Cash A/c 


Rs. 

50*16 

1981 
Jan. 31 

By P A L A/c 


Rs. 

50 16 

Dr. 


■ * - 

INTEREST ACCOUNT 

Cr. 

1981 
Jan. 23 

1 

To Cash A/c 


Rs. 

15*20 

1981 
Jan. 31 

By P & L A/c 


f 

Rs. 

15-20 



1 

1 



1 


DTp 


ovi prakash 


Cr. 

1981 
Jan. 17 

p, 31 

1 

To Goods 

To Balance c/d 


Rs. 

‘0 75 
149*43 

i 

1 

' 

IP81 

Jan 24 

By Goods A/c 

1 

1 

Rs. 

200-18 




2C018 




200*18 





Feb. 1 

1 

By Bajanc.: b/d 

1 

r*i49^ 

1 

Dr. 


CHIRAN J I r 


Cr. 

1981 
Jan. 31 

To Cash A/c 


Rs. 

300*60 

1981 ! 

Jan. 21 

By Goods A/c 


Rs. 

300-60 

. 


\ 




j 



TRIAL BALANCE 
As on (date) 

(By Total Method) 


Ledger Accounts 


L.R 


Dr. 

Totals 


Capital A/c 
Cash A/c 
Goods A/c 
Stock 

Prem Chandra 
V. Prasad 
Rent A/c 
Wages A/c 
Interest A/c 
Om Prakash 
Chiranjit 


Rs. 


5,100-75 

1,202-22 

800*00 

50012 

10-50 

50-16 

15*20 

50*75 

300*60 


Cr. 

Totals 


Rs. 

5,000 25 
777-21 
1,350 87 

200*69 
200 50 


200.18 

300.60 


8,030*30 r 8,300.30 
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TRIAL BALANCE 
As on (date) 

(By Balance Method) 


Ledger Accounts 


Capital A/c 
Cash A/c 
Goods A/c 
Stock 

Prem (Thandra- 
V. Prasad- 
Rent A/c 
Wages A/c 
Interest A/c 
Om Prakash 


Ledger Accounts 


Capital A/c 
Cash A/c 
Goods A/c 
Stock 

Prem CTIhandra 
V. Prasad 

Rent A/c 
Wages A/c 
Interest A/c 
Om Prakash 
Chiranjit 



200*50 


149*43 


5.498*83 


TRIAL BALANCE 
As on (date) 

(By Total and Balance Method) 


L.F. 1 Dr. Totals 

Rs. 


5,100*75 

1,202*22 

800 

500*12 

10*50 

50*16 

15*20 

50*75 

300*60 


Cr. Totals Dr. Balance Cr. Balance 


Rs. 


Rs. 


5,000*25 

777*21 

1,350*87 

200*69 

200*50 


4,323*54 

800 

299*43 

10*50 

50*16 

15*20 


5,000*25 

148*65 


200*50 


200*18 

300*60 


149‘4S 




8,030*30 8.030.30 5,498.83 


Objects and Fonctions of Trial Balance 

The following arc the objects and functions of trial balance : 

(0 When the trial balance tally, it is presumed that the 
in ledger have been done without committing any arithmetical crro • 

The ledger postings arc said to have been proved. 
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rkf all the ledccr accounts and pro- 
(/i) It serves as a summary of all me icager 

,ito a complete picWre of each accomit iP Hie ledge ■ 

(,«) I. tervee at a bate for preparation of Final Aeconntt and. 
other financial statements. 

OV) It helps in locating errors which might have been 

mitted while posting subsidiary books in ledger. 


Limitations of Trial Balance .. . u u i c Jn 

No doubt trial balance is a useful statement which helps m 

giiSg'Sr f;peT-of :So-? xrsrMrSe .h.. 

balance : j j •« 

(i) Errors of omission ; If any transaction is not ''ecorded in 
the book of original entry, it will not affect the ledger Jro® 

which the trial balance is prepared as i^ither . jieb't no the 

credit aspect of the transaction will be affected in the ledger. 

accounting equation will also not be disturbed. 

(«) Mistakes in Sobsidiary book : A mistake in the book ef 

original entry will also not affect the trial balance. As for example, 
we received Rs. 500 from Narinder Kumar, but entered the same m 
cash book as Rs. 50. Trial balance will not be affected as the double 
entry has been made for Rs, 50 in place of Rs. 500. 

(hi) Errors of Commission : Such errors are also called mis* 
postings. Purchases may be recorded in the sales book, or Ram’s A/C 
is debited in place of Shyam, such errors will not disturb the trial 

balance. 

(iv) Errors of Principle ; If a certain principle of book-keeping 
has not been followed while recording a transaction, it will not dis- 
turb the trial balance because the dual aspect has been recorded 
somewhere. For example, if we spend on repairs to building and 
instead of debiting it to repairs A/c (revenue expenses) we debit it to 
buildings A/c (capital expenditure), it will not affect the trial balance, 

(v) Compensating Errors : There may be more than one 
error which may nullify the effects of one another. A short amount 
entered on debit may be nullified by another short amount on the 
credit side and vice versa. Such errors would compensate each other 
and they will not affect the trial balance. 


Errors Disclosed by Trial Balance 

There are some errors which affect the trial balance. These 
are the errors where dual aspect of a transaction has not been com- 
pleted. These are the errors which disturb the accounting equation 
and also affect the trial balance. They are : 


(1) Omission in posting of one aspect 
posting of one of the aspect of an entry is not 
the Trial Balance. 


of an entry : While 
posted, it will affect 
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(2) Opposite Posting : If instead of debiting an account, it is 
credited and vice versa, the Trial Balance would not tally. For 
example, if instead of writing Rs 100 on the debit side of Raj Kumar 
it is written on the credit side, the Trial Balance would not tally. 

(3) Errors in addition or subtraction : If there is error in 
addition or subtraction of an account the Trial Balance will not 
agree. 

(4) Dnplicate Posting of an entry : The Trial Balance will 
not agree if an account is debited or credited more than once. 

(5) Incorrect Copying of Figures : While posting from sub- 
sidiary books if wrong amount is posted to an account the Trial 
Balance will not agree. For example, Rs. 70*50 arc written instead 
of Rs. 50*70. 

(6) Omissions : Omissions may take place in posting or in 
entering an account in the Trial Balance. Trial Balance will not 
agree in such cases. 

(7) Incorrect totalling of a page : If an account is prepared 
in more than one page there might be error in totalling on one page 
and also in carrying forward the total. 

Locating Errors when Trial Balance Disagrees 

If the Trial Balance does not agree, the question arises as to 
how would one proceed to locate ^he error(s). The following proce- 
dure should better be adopted. It would help to locate them and when 
such errors have been located, they should be rectified or set right. 
How they are to be rectified, has been discussed in the next chapter. 
The following steps should be taken to locate the errors in the Trial 
Balance : — 

1. Check the totals of both the columns of the Trial balance, 
specially if the difference happens to be Rs. 1,000 or 
Rs. 100 or Rs. 10. 

2. Reduce the difference to Jts half and check up those 
accounts having that figure. May be such an amount has 
been put on the «vrong side, viz., on the debit side in place 
of credit side or vice versa. 

3. Confirm that cash balance and Bank balance have been 
taken into account in the trial balance. 

4. Verify the cash discount A/c, Le., see that the totals of cash 
discount column in cash book have been posted into 
ledger. 

5. Check the amounts listed in trial balance with the ledger 
accounts to see if they have been correctly copied. 

6. Check up the list of debtors and creditors with the ledger 
accounts. 

7. Check up if the totals of subsidiary books like the 
Purchases or Sales book have been duly posted in thar 
respective accounts. 



Standard Questions 

1. What is Trial Balance ? How is Trial Balance prepared 7 

{D.H.S., Prep. Punjab) 

2. What errors are not disclosed by Trial Balance or what 

are the limitations of Trial Balance 7 ^ ^ ^ 

3. Is the agreemen t of a Trial Balance a conclusive proof of 

the accuracy of ledger accounts 7 If not, what are the 
errors which remain undetected by the Trial Balance 7 

4. What is a Trial Balance ? How is it prepared ? 
mistakes remain undetected even though both the sides or 
the Trial Balance agree ? 

■5. What is a Trial Balance ? Describe the errors that are 
disclosed by trial balance, 

ti. “Trial Balance is not a conclusive proof as to be absolute 
accuracy of books of accounts.’* *‘It may agree and yet 
there may b( some errors in the books remaining undis* 
closed.” Exp’iin, 

7. (a) State the type of errors that are not disclosed by Trial 

Balance. 

(b) What steps would you take to detect the difference 
in the Trial Balance. 

5. “A Trial Balance is only a pr/wo yhcie evidence of the 
accuracy of the books.” Comment on the statement. 

Why a Trial Balance may not balance ? What arc the 
objects and features of a Trial Balance ? 

10. Give two examples of the types of errors that may remain 
undetected even after the preparation of Trial Balance. 

4 

{Delhi Senior School Certificate Exam.y 1978 (C) ) 

11. Specify on which side of the trial balance the following 
ledger account balances will appear : 

(a) Sales (b) Purchase returns 

(c) Bills Payable (d) Cash in hand 

(e) Freight (/) Bank loan 

{Delhi Senior School Certificate Exam.j 1919 (C) 

12. Prepare Trial Balance from Question No. 11 of Chapter 

No. 6 
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Rectification of Errors 

Sometimes the businessman commits errors 
Ledger. But it is not necessary that such errors may be located 

at the same time. Errors are generally located after the 

have been closed. Before knowing recti&cation of errors itis 

necessary to know the kinds of errors. Errors can be classihed as 

follows : 

1. Errors of Omission. An error of omission takes pla» 
when a transaction is completely or partially not recordeJ in boo 
of accounts. For example, goods purchased from Narendra 

was not recorded anywhere in account books. This error win nos 
affect the agreement of Trial Balance. But if posting is no^t done 
in one of the accounts, this will affect the agreement of inai 

Balance. 

2. Errors of Commission. Errors of Commission take place 
when some transaction is incorrectly recorded in books of accounts. 
Following are the examples of such errors : 

(0 Error in the Books of Original Entry. 

(ii) Debiting or crediting one account instead of the other. 

These two errors do not affect the agreement of Trial j 

Balance. 

(m) Wrong balancing of an account. 

(iv) Error in carrying forward the total or balance of an 
account to the next page. 

(v) Error in carrying forward the total of a Subsidiary Book 
from one page to the other. 

(vi) Casting of the same amount to two accounts. 

(vii) Error in writing amount in an account For example, 
debiting Prem Chand's A,c with Rs. 10 
ICO. 

(u'/V) Wrong balancing of the Cash Book. 

(fx) Posting of an amount on the wrong side. 

(x) Posting in one account and omitting of 
other account. 

These errors affect the agreement of Trial Balance. 

3. Errors of Principle- Errors of principle ‘^ke plaw wh« 

a transaction is recorded without having regard to me funda 
principles of book-keeping and accountancy. For example. « 


inittead of Rl. 


posting in the 
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caoital expenditure may be treated as a revenue expenditure or 

Expenses incurred m constructing a godown are 
VfJLtJd as repairs. Sometimes adjustments are not taken into 
^deration while preparing Final Accounts These are errors of 
SSe- These errors, however, do not affact the agreement of 

Trial Balance. 

4 Compensating Errors. Sometirnes the deficiency of one 
V bv another error. These are called compen- 

error is comp examole Rajinder Gupta’s A/c was to be debited 

^R^To ’ bu^t lt was^^debifed with Rs. 100. Similarly, Harish 

Sro^rs conipe'sate each other's deficiency and will not affect the 
agreement of Trial Balance. 

Errors can be classified in another way also : 

(f) Errors of Principle. 

(ii) Clerical Errors. 

These include 

(а) Errors of Omission 

(б) Errors of Commission 

(c) Compensating Errors. (For chart see page 126) 


Rectification of Errors 

Errors are likely to occur while preparing accounts. When 
the Trial Balance of a businessman does not agree it is made to 
agree by placing the difference to Suspense Account. Efforts are 
then made to locate the arrors. There are two methods of rectifying 
errors. 

1. Rectifying by scoring out the wrong figure. If the error is 
immediately discovered it is rectified by scoring out the wrong figure 
and writing the correct figure. This method may be alright while 
preparing domestic accounts. But in business accounts this is objec- 
tionable and such accounts will not be accepted by the court. 

2. Rectifying Entries. In business accounts errors are recti- 
fied by passing entries. 


Rectification of Double'Sided Errors 


Those errors that affect two accounts are called double-sided 
errors. Such entries are always rectified by rectifying entries. For 
example, received Rs. 200 from Murari Lai but credited to Girdhari 
Lai’s A/c. This error will affect Murari Lai’s A/c and also Girdhari 
Lai’s A/c. Because of this error Murari Lai’s credit balance will be 
reduced by Rs. 200 and Girdhari Lai’s credit balance will be increas- 
ed by Rs. 200. For rectifying such entries following rules should be 
followed : 

j- account has been debited by mistake, it should be 

eredited while rectifying. 
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2. If an account has been credited by mistake, it should be 
jjebited while rectifying. , obtained by reversing 

Bte ™ 

rom the correct entry. 

In the error mentioned above : 


Correct entry 

^ , Dr 

Cash A/c 

To Murari Lai 

<ror Cash rpre.ived From Murari 

Wrong Entry 

^ i_ A / Dr- 

Cash A/c 

To Girdhari Lai 

(For Cash received from Girdhari Lai) 


200 


200 


200 


200 


‘ AyTiirari T aLs A/c should havc been 

In the above transac .on Muran^^^^^^^ ^A/ credited. Thus 

credited but by ^ Lai’s A/c will be debited and Murari 

£rs' a5cS b“2dSd® Fo1.o» 4 b. .he ,.c.,Jy,n, ...ry : 
Girdhari Lai D«-- ^00 

To Murari Lai 


(For Cash received from Murari Lai wrongly credited to 
Girdhari Lai’s A/c, now corrected). 

Note, in the examination the students should pass the last 
entry only. The first two entries should be passed for the rough work 

only. 


Illastration 8-1. 

Rectify the following Errors : 

1. Goods worth Rs. 20 sold to Anil Kumar were posted to the 
debit of Sunil Kumar’s A/c. 

2. Rs. 1,000 prid for furniture purchased had been charged 
to ordinary Purchases A/c. 

3. Repairs made were debited to Buildings A/c Rs, 40. 

4. An amount of Rs. 200 withdratra by the trader for his 
personal use has been debited to Trade Expenses A/c. 

5. Rs. 1,000 received on account of old machinery sold pos^ 
ted as cash sales. 




128 


Solntioo 


RECTIFYING JOURNAL ENTRIES 


S. No. 


(1) 


(2) 


(3) 


(4) 


Particulars 


Anil Kumar Dr. 

To Sunil Kumar 

(For goods sold to Anil Kumar wrongly 
posted > to Sunil Kumar’s A/c, now 
corrected) 


Furniture A/c Dr. 

To Purchases A/c 

(For Furniture purchased wrongly 
debited to Purchases A/c, now 
corrected) 


Repairs A/c Dr. 

To Buildings A/c 

(For repairs made wrongly charged to 
Buildings A/c, now corrected) 


Dr. 


Drawings A/c 

To Trade Expenses A/c 
(For cash withdrawn by the trader for 
his personal use, wrongly debited to 
Trade Expenses A/c, now corrected) 


(5) ! Sales A/c Dr. 

To Old Machinery A/c 
(For sale of old machinery posted to 
Sales A/c. now corrected) 


L-F. 

1 

Dr. 

Amount 

Cr. 

Amount 

i 

! 

Rs. 

20 

4 

1 

Rs., 

20 


1,000 

1,000 


40 

40 


200 

200 

1 

1 

1,000 

1,000 


Explanation of the above entries : — 

(1) In this entry goods have been sold to Anil Kumar. 
So Anil 'Kumar’s A/c should have been debited but the busi- 
nessman has debited Sunil Kumar’s A/c. So for passing rectifying 
entry Sunil Kumar’s A/c will be credited because it was debited by 
mistake. Anil Kumar’s A/c should be debited. 

(2) In this transaction furniture has been purchased, so Furni- 
ture A/c should be debited but Purchases A/c has been debited. So 
in rectifying entry Furniture A/c will be debited and Purchases A/c 
will be credited. 

(3) In this transaction Buildings A/c has been debited wrongly 
instead of Repairs A/c. So in rectifying entry Repairs A/c will be 
debited and Buildings A/c will be credited. 

(4) In this transaction Trade Expenses A/c has been debited 
instead of Private Expenses A/c. So in rectifying entry Trade 
Expenses A/c will be credited and Private Expenses A/c will be 

•debited. 


129 


(5) h .hi, r ° c‘:r b.®‘’bSJ 

^tolr,S.w5 »..y s.te. A/' ”i'"” "'* °'’‘ 

Machinery A/c will be credited. 

“""'tfobowtog hrrh., were fo™d 1. tb«_boob, of Bbag««. Bro.. 
Give the necessary entries to correct them . 

m Rs 50 paid for rent debited to Landlord s A/c. 

(2) A sum of RS. l.Ono spent on extension of Buildings wa 

debited to Repairs to Buddings A/c. amount 

( 3 ) A clerk of the firm was paid Rs. 60 as salary, inis am 

was debited to his Personal A/c. ^ , 

(4) Goods to the value of Rs 300 returned by Narendra Kumar 
& Co. were taken into stock but the returns were not entered in the 

(5) A cheque of Rs. 250 paid to Babu Lai had been debited to 

Shyam Lai’s Account. waa 

(6) A cheque of Rs. 300 received from Surendra & Co., as 

dishonoured and debited to Allowances A/c. to 

(7) Rs. 100 posted to the debit of stationery, ms 

Harish Kumar in payment of his account. 

(8) Rs. 40 for wages to workmen for erecting the hrm s new 

machinery, charged to Wages A/c. 

(9) Rs. 20 cost of repairing the roof of a shed, charged 
Buildings A/c. 

(10) Interest accrued on Investments Rs. 375. 


E.B.K. (9) XI 81-82 
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SolDtiOn 


( 1 ) 


( 2 ) 


RECTIFYING JOURNAL ENTRIES 


Particulars 


Rent A/c Dr, 

To Landlord’s Personal A/c 
(For rent debited to Landlord’s A/c, now 
corrected) 


Buildings A/c Dr. 

To Repairs A/c 

(For extension of buildings, wrongly 
debited in Repairs A/c, now correct- 
ed I 


Dr. 

Amount 


Rs. 

50 


1,000 


Cr. 

Amount 


Rs. 

50 


1,000 


(3) Salaries A/c Dr. 

To Clerk’s Personal A/c 
(For salaries, wrongly debited to clerk’s 
A/c, now corrected) 

(4) l^ales Returns A/c Dr. 

To Narendra Kumar & Co. 

(For goods returned by N. Kumar & Co. 
not entered in the books, now corret- 
ed) 


60 


300 


60 


300 


( 5 ) Babu Lai Dr. 

To Shyam 1^1 

( f or cheque paid to Babu Lai, wrongly 
debited to Shyam Lai, now corrected) 

(6) Surendra & Co.‘ Dr. 

To Allowances A/c 

(For his cheque dishonoured and wrongly 
debited to Allowances A/c, now corre- 
cted) 


250 


300 


250 


300 


(7) Harish Kumar Dr, 

To Stationery A/c 

(For Stationery A/c was wrongly debited 
instead of Harish Kumar's A/c, now 
corrected) 


100 


100 


(8) Machinery A/c Dr. 

To Waj»e5 A/c 

(For wages paid for erection of new 
machinery, debited to Wages A/c, now 
corrected ) 


40 


40 


(9) Repairs A/c Dr. 

To Buildings A/c 

(For cost of repairing roof, wrongly debi- 
ted to Buildings A/c, now corrected) 


20 


20 


(10) Accrued Interest A/c Dr. 

To Interest 

(For interest accrued on investments) 


375 


375 
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Note 1. In 

SSh,frnew asTjS't o7the ccs"t of the 

machine and debited to Machinery A/c. 

Rectification of Single-sided Errors xh^c^ 

5ftb= ?S=dS of tbe Sate A/c foUo^mg catty »il1 

<;ii«neDse A/c If the Trial Balance does not agree, the dm 

a Suspense A/c and accordingly earned to t^ 

Assets ‘ ot' Llabnulcs sid?of the Balaotc Sheet as Je case may be. 

In future as the errors are disclosed they are rectified. 

A Suspense A/c is also opened when the businessman has any 

doubt about the party of any amount. forgot the 

Rs. 100 were sold to Rajendei Gupta, but the bus'^^essman torgoi i 

rame of the party. A Suspense A/c will be opened in such a 

All single-sided errors can be rectified with the help of Suspt..s 

Illustration 8-3. . 

Error. A sum of Rs. 95 written off for depreciation on lur- 

niture has not been posted to the Depreciation A/c. 

Rectification. In this transaction entry has not been done u* 

Depreciation A/c. So it will be rectified as follov s : 

Rs. Rs. 

Depreciation A/c nc 

To Suspense A/c 

(For depreciation on furniture left to be posted 
to the Depreciation A/c, now posted) 

Error. The total of the Sales Returns Book has been a^ed 

Rs. 9 short. _ 

Sales Returns A/c I^r- ^ 

To Suspense A/c 

(For the total of Sales Returns Book has 
been undercast, now corrected) 

lllnstration 8-4. 

Correct the following errors discovered by a trader’s Accoua- 
tant without preparing Suspense Account ; 


Rs. 

9 
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(1) Goods purchased for Rs. 50 have been wrongly posted to 
the debit of the supplier Banwari Lai. 

(2) The total of the Sales Book has been overcast Rs. 100, 

(3) The total of the Purchases Book has been overcast Rs. 15. 

(4) Discount allowed to Satya Prakash Rs. 100 has not been 
entered into Discount Column of the Cash Book but it has been 
posted to his Personal Account 

(5) The total of the Sales Returns Book has been undercast 
by'Rs. 25. 

Solotion 


CORRECTION OF ERRORS 


Date 

Particulars 

L.F. 

Dr. 

Amount 

Cr. 

Amount 

(1) 

Following entry will be passed on 
the Credit side of Banw'ari Laps 

A,c 

By Error in posting to the wrong 

side. 

. 

Rs. 

Rs. 

100 

(2) 

1 

Follow ing entry on the Debit side 
of Sales A/c will be passed : ' 

To Ov ercast of Sales Book 

1 

1 

i 

1 

100 



Following entry on the Debit side 
of Purchases A/c wnll be passed : 

To undercast of Purchases Book 

i 

15 


(4) 

In the Dr. discount Columns of the 
Cash Book following entry will be 
passed : 

To Omission of entry in the Cash 
Book 

1 

100 

» 

(5) 

On the Debit side of the Sales Re- 
turns A/c following entry will be 
passed : 

To undercast of Sales Returns 
Book 


• 

25 



lllnstration 8-5 

Give Journal entries to rectify the erfors in the following : 

{a) A purchase of goods from David amounting to Rs. ISO 
has been wrongly posted through the Sales Book. 

{b) A credit sale of goods worth Rs. 120 to Peter has been 
wrongly passed through the Purchases Book. 

(r) Rs. 300 salary paid to Cashier B. Naidu stands wrongly 
debited to his Personal Account. 

{d) Rs. 100 received from Harish Kumar Gupta & Co., have 
been wrongly entered as from Shah & Co. 
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Solotioo 


RECTIFYING JOURNAL ENTRIES 


S. No. 


ia) 




ic) 


id) 


particulais 


Purchases A/c 

Sales A/c »* 

To David ^ a 

(For goods purchased from David 

wrongly entered in Sales Book, now 
corrected) 


Dr. 


Peter 

To Purchases A/c 

To Sales A/c , 

(For goods sold to Peter wrongly 

debited in Purchases Book, now 
corrected) 


Salaries A/c 
To B. Naidu 

(For salary paid to B. Naidu wrongly 
debited to his Personal A/c, now 
corrected) 


Shah & Co. Ur. 

To Harish Kumar Gupta A Co. 

(For Shah A Co.’s A/c wrongly credited, 
now corrected) 


L.F. 

Dr. 

Cr. 

Amount 

Amount 


Rs. 

Rs. 


150 


1 

150 

300 

• 

240 

1 



120 


1 

300 

1 

j 

120 


3oe 

1 

1 

1 

i 

\ 

I 

100 

1 

ICO 


niDStration 8-6 

Rectify the following Errors : 

(a) Goods valued at Rs. 750 were purchased, received and 
taken into stock, but were not recorded in the books. 

(b) Expenses outstanding : Wages Rs. 650 ; Salaries Rs. 450 ; 
Advertisement Rs. 250 ; Lawyer’s charges Rs. 100 ; Electricity 
charges Rs. 175. 

(c) Interest accrued on Investment Rs. 375. 

(d) Goods costing Rs. 250 were taken away by the trader for 
his personal use, and goods costing Rs. 500 were given away free 
to a hospital. 

(e) Depreciation to be written off ; Buildings Rs. 2.500 ; 
Machinery Rs. 12,500 ; Motor Vehicles I^s. 3,500 ; Furniture 
Rs.'300. 

(/) A reserve of Rs. 800 is to be created for bad and doubt- 
ful debts. 

(g) Rs. 650 cash stolen by an ex-era ployee stood debited to a 
Suspense Account. 
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Solation 

rectifying journal entries 


S. No. 

Particulars 

L.F. 

Dr. 

Amount 

Cr. 

Amount 

(«) 



Rs. 

Rs. 

Purchases A/c Dr. 


750 


To Creditor’s Personal A/c 
(For Goods purchased but not entered 



750 


in the books, now entered) 





Wages A/c Dr. 


650 



Salaries A/c „ 


450 



Advertising A/c ,, 


250 



Lawyer’s Charges A/c ,, 


100 

% 


Electricity Charges A/c ,* 


175 



To Outstanding Expenses A/c 



1,625 


(For various expenses, for the period 





being unpaid) 

1 



<C) 

Accrued Interest A/c Dr. 


375 



To Interest A/c 



375 


(For Interest accrued on Investments) 




W) 

Drawings A/c Dr. 


250 



To Purchases A/c 

(For goods taken away by the proprie- 


1 

250 


tor for his private use) 




#• 

Charity A/c Dr. 

1 o Purchases A/c 

(For goods given away free to a 


500 

500 


hospital) 





Depreciation A/c Dr. 


18,800 



To Buildings A/c 



2,500 


To Machinery A/c 



12.500 


To Motor Vehicles A/c 



3,500 


To Furniture A/c 

(For dep''eciation written off on various 



300 


assets) 




\f) 

Profit and Loss Afc Dr. 


800 



To Reserve for Bad and 





Doubtful Debts A/c 



800 


(For amount charged to P. & L. A/c 





to create a reserve of Rs, 800) 




is ) ! 

Profit and Loss A/c Dr. 


650 


r 

To Suspense A/c 

(For amount of cash stolen, wrongly 



650 

1 

i 

j 

! 

debited to Suspense A/c, now 
corrected) 



1 _ 
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Ulnstration 8-7. ending 31st 

r.:, o. drr,£«"?r »* 

r. 2o"b0<!“ta."m,Ss £; 3T»otadT«o,f.ool “.'’rs"”^ 

., „h?ch R^sS" 

charged respectively to purchases and carriages. 

’i-ou are required to show the above adjustments in the books 
of the firm by means of Journal entries. 

Solution 


rectifying journal entries 


S.No. 

(0~ 

M 


<^) 


Particulars 


Depreciation A/c 

To Motor Vehicles A/c 
(ForDep. on Rs. 11,000 for 5 months 
Rs. 917 and Dep. on Rs. 25.000 for 7 
months Rs. 2,*>i7) 

(Rs. 9l7+2.Qt7 =Rs. 3.83a> 

Profit & Loss A/c Ur. 

To Motor Vehicles A/c 
(For loss on car sold) 

Book Value Rs. 11,000— Rs. 917-10, OW 
—Cash realised 8,500 




Dr. 

Amount 

RsT" 

3,834 


Cr. 

Amount 

Rs. 

3,834 


1,583 


1,583 


<//) 


im 


w 


Depreciation A/c 

To Plant & Machinery A/c 
To Loose tools Account 

Sales A/c 

To Investments A/c 
To Profit on investments A/c 

Loose tools A/c 
To Purchases A/c 
To Carriage A/c 


1.583 

Dr. 


Dr. 


Dr. 


2,830 


7,500 


2,450 


2,000 

830 

6,000 

1.500 

2,400 

50 


Note— Students write narration themselves. 
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ninstratloo 8-8. 


Parmanand closed his books on 31st March, 1981, on that 
date you find the following : 


(0 Materials from store Rs. 500 and wages Rs. 200 had been 
used in making tools and implements for use in his own factory, but 
no adjustments were made in the books. 


paid in instalments to an injured worker, pending 
the setUement of workman’s compensation claim against the Insu- 
rance Company, was debited to the wages account. 


Vf worth Rs. 1,000 purchased from Yogesh on 25th 

March, 1981 had been entered in the purchases book but the delivery 
or the goods was not received until 8th April, 1981. 


h A Goods (cost price Rs. 3,600; minimum sale price Rs. 4s500) 
had been consigned to an agent, but were still unsold. 


Solution 


S. No. 

! 

Particulars 

1 

1 

L,F. 

Dr. 

Amount 

Cr. 

Amount 



1 


Rs. 

Rs. 

(0 

Tools & Implements A/c 

To Purchase of materials A/c 

1 To Wages A/c 

1 

1 

Or. 


700 

1 

1 

500 

200 

(») 

P j 

{ Workman’s Compensation claim A/c Dr. 
To Wages A/c 

4 • 

1 

1 

1 

1 

1 

1 

100 

lOO 

(/«) 

Goods-in-transit A/c 

To Purchases A/c 

■ 1 

Dr. 


1 

1,000 

1,000 

(/v) (a) 

Consignment Stock A/c 

To Consignment A/c 

Dr. 

• 

4,500 

4,500 

ib) 

1 - 

Consignment A/c Dr. 

To Consignment Stock Suspense A/c 

1 

900 

900 


Note— Students write narration the 


it 


selves. 


Effect of Rectifying of Errors on Profit and Loss Acco 
and Balance Sh^t 


(h 


t 


Some of the errors affect the Profit and Lx)ss A/c and others 
affect the Balance Sheet, The samething applies to their rectification. 
There are errors in ♦hose accounts which appear in the Profit and 
Loss A/c e Salaries A/c. Commission A/c, Purchases A/c, SalM 
A/c, etc While rectifying, if these accounts arc debited the profit is 
reduced and if these accounts are credited the profit is increased. 
Those accounts that appear in the Balance Sheet, do not affect the 
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P,„«. Lo^ A/c. FollowiaB poi«» »' " 

.,o.Ba«<.rv-r"rs 'rS.2S‘' !« 

Nomliil Account, <>“ “S^atscd and the oro6t is in- 

KJCtifying entry is passed, the loss is ocl-i 

(//) When an amount is not written is^dlcreased. 

rdSasWand the 

loss is increased. xTrimi- 

iiii) When an amount is written losV. But 

(Jv) When an amount is not written by 

side of a Nominal A/c the profit is ^ increased 

CT^d. But when rectifying entry is passea the profit ps me 

and the loss is reduced, 
lilostration 8-9 

The accountant of Yogesh’s firm committed theifollowing 
errors which were disclosed at a later date. 

(0 The Sales Book was overcast by Rs. 200. 

Hi) Rent received Rs. 100 from a tenant was debited to the 

Rent A/c. , 

(i7i) Received Rs. 500 from Sunil Agarwal v;as entered in e 

credit of Sales A/c. 

(iv) Paid Rs. 200 for Salaries were debited to Salaries A/c as 
Rs. 20 only. 

(v) A sale of Rs. 50 was not entered into Ledger. 

(vi) Rs. 20 paid for repairs were written as Rs. 25 in the 
Repairs A/c. 

How will the above errors affect the Final Accounts 7 
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Solution 

EFFECT OF ERRORS ON THE FINAL ACCOUNTS 

S. No. Effect on P. & L. A/c Effect on B/S 

(0 Gross Profit and Net Profit will The Capital will increase 
increase by Rs. 200. by Rs. 200. 

(n) Net Profit will decrease by The Capital will decrease 

Rs. 100. by Rs. 100. 

i7i) Gross Profit and Net Profit will The Capital and Debtors 
increase by Rs. 500. A/c will increase by 

Rs. 500. 

/v) Net Profit will increase by The Capital will increase 

Rs. 180. by Rs. 180. 

(v) Net Profit will increase by The Capital will decrease 

Rs. 50. by Rs. 50. 

(v/) Net Profit will decrease by The Capital will decrease 

Rs. 5. by Rs. 5. 

After Preparing the Final Acconnts 

Every businessman is interested in finding out the separate 
profit of every year. Therefore, it is essential that he should rectify 
the errors of the last year in such a manner as not to influence the 
profit or loss of the current year. We can take up an example. An 
error of 1979 is rectified in 1980 by debiting the Purchases A/c. This 
amount would be added as an example in the year 1980 and the Net 
Profit will not be corrected. Thus we cannot debit the Purchases 
A/c. 

If the Final Accounts of the businessman are complete and 
after that an error is disclosed, we can open a new account. Profit 
and Loss Adjustment A/c. This account can be used instead of Trad- 
ing A/c or Profit and Loss A/c. Errors will be rectified through 
Profit and Loss Adjustment A/c and the profit or loss of the current 
year will not be affected. The balance of this account will be trans- 
ferred to the Capital A/c. 

Important Points 

(1) Profit and Loss Adjustment A/c will be opened only when 
the error is being rectified in the next trading period. 

(2) It can be used only for those items that appear in the Trad- 
ing A/c and Profit and Loss A/c. 

(3) For opening the Profit and Loss Adjustment A/c tho, 
profit or loss of the current year remains unaffected and also the 
errors are rectified. 
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Date 


particulars 


(«) 


p. Sc. L. Adjustment A/c 
To David 


Dr 


( 6 ) 


(FoTth? profit of the last year decreased) 
Peter 

To P. & L. Adjustment A/c 
(For the Profit of the last year increased) 


L.F 


Dr. 

Amount 

'Rs. 
300 


Cf. 

Amount 

300 


(c) 


P. & L. Adjustment A/c Dr. 

To B. Naidu 

(For the Profit of the last year decreased) 


id) 


^^^To^^sh Kumar Gupta & Co. 

(For Shah & Co, A/c wrongly credited, 
now rectified) 


240 


240 


300 


300 


100 


100 


t In this entry we have debited P. & L. Adjustment 

A/ciad^ of^Purchases A/c and Sales A/c which appear m the 
Trading A/c 

7 In this entry we have credited the P. & L. Adj. A/c 
instead of Purchases A/c and Sales A/c which appear in the Trading 

3. In this entry we have debited P. & L. Adj. A/c instead of 
'Salaries A/c which goes to the P. & L. A/c. 

Rectification of Errors through Capital Account 

Sometimes when the Trial balance does not agree, then the 
difference is transferred to capital account instead of Suspenses A/c 
4 Uid the final accounts are prepared. During the cour e of next year 
when the errors are found, they are rectified by either debiting or 
crediting the capital account. Usually, when rectification affects 
some Nominal account, the transfer entry is not made. Transfer 
«ntry is only passed when some Personal or real account is affected. 

Let us have an illustration to get a clearer understanding. 


lUnstration 8-10 

The trial balance extracted from the books of vfohan on 31st 
December, 1980 had not agreed. The difference was transferred to 
4he Capital Account. In 1981 the following errors were discovered i 

(i) The total of one page of the Sales Book was carried 
forward to the next page as Rs. 6,785 instead of Rs. 6,587. 
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The total of Purchases Book was Rs. 1 ,000 short. 

A sale of Rs. 350 to Dutta was entered in the Sales Boole 
as Rs. 530. . 

Cash received Rs. 150 from M. Roy was debited m the 

Sales Ledger, to the account of N. Roy. 

Rs. 580 spent on repairs to the Delivery Van was e i 

to Motor Vehicles Account as Rs. 580. 

The total of the discount column in the Cash - 

debit side was Rs. 385 on one page but was carried 1 

ward to the next page as Rs. 538 

Goods returned, Rs 200 by Mirza were not entered in the 
books at all. 

You are required to give journal entries to rectify the errors ia 
e way not to affect the profit or loss for 1981. 

Solaficn 

ENTRIES 


(ff) 

(»«) 

(fv) 

(v) 

(vi) 


(v») 


Rs. 


Rs. 


<0 


No entry as Capital Account was wrongly debited and 
credited by Rs. 198 in 1980. Capital Account was 
debited because credit side of the trial balance was 
more by Rs. 198 due to increased figure of Sales 
Account in the trial balance. Capital Accoui^ was 
credited because profit of 1980 was increased as a 
result of higher figure of sales. 


(») 


illl) 


(fv) 


No entry as Capita! Account was wrongly debited and 
credited by Rs. 1.000. Capital Account was debited 
because credit side of the trial balance was more by 
Rs 1,000 due to lower figure of Purchases Amount 
in the trial balance. Capital Account was credited 'n 
the form of increased profit as a result of lower figure 
of purchases in the Trading Account of 195U. 


Capital Account 

(FoI\?on^ debit td Dutta *s Account and wrong 
credit to Capital Account (through increased 
3S a result of increased sales) in 1980. now rectified). 


180 


180 


Dr. 


<v) 


Capita] Account 

To N. Roy 

(For cash received from M. Roy was credited to 
^ N Roy instead of crediting M. Roy’s Account, now 

rectified) 


300 


150 

150 


Capital Account 

To Motor vehicles Account to 

(For amount spent on repairs wrongly debited to 

Motor Vehicles Account, now corrected) 


580 


580 
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Standard Questions 

1 What arc the different classes of errors ? Which of them affect 
* Trial Balance ? (S.S.C. Delhi. 1980 Comptt.) 

2. What is a Rectifying Entry ? (D.H.S.} 

3 How errors be rectified ? Explain with illustrations. 

4* What is Suspense A/c 7 When is it opened ? 

S Explain the different kinds of errors that usually arise in 
' ac^unt'kceping and how they should be rectified ? 

Explain briefly the following : 

(0 Errors of Omission ; (ii) Errors of Principle 

(Hi) Errors of Commission ; (iv) Compensating Errors. 

- (al Give two examples of the types of errors that may remain 
undetected even after the preparation of Trial Balance. 

(M Rupees five hundred previously written off as bad debts to 
Ram’s A/c were later on received and duly credited to his 

account. 

What is the error in it 7 

How should it be rectified 7 

(Delhi Senior School Certificate Exam,, 1978) 

8. Give two examples of errors of principle. 

(Delhi Senior School Certificate Exam,, 1979) 

9 Give two examples of Compensating Errors. 

’ /"C c ino£i\ 




Practical 

I. Rectify the following errors : 

i(f) Furniture purchased for Rs* 250 was debited to Purchases 
Account. 

((//) A sum of Rs« 100 paid to Ram was debited to Shyams’s 
Account. 

^iU) A Bill Receivable for Rs. 500 received from Ram has been 
omitted to be entered. 

(/v) Goods worth Rs. 200 taken away by the proprietor was 
debited to B, 

(v) An engine purchased for Rs. 1,250 had been posted to 
Purchases Account. 


2. Recctify the following Errors : 

(1) The purchase of stationery Rs. 25 was debited to Trade 
Expenses A/c. 

{2) Rs. 200 received from Sunil Rumar & Co. have been 
wrongly-entered as from Sanjay Kumar & Co. 

(3) Rs. 100 salary paid to the manager Sanjay Kumar stands 
wrongly debited to his Personal A/c. 
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(4^ Rs. 20 paid for repairs wrongly debited to Buildings; 
Account. 

(5) A cheque of Rs. 100 paid to Santosh Gupta wrongly 

debited to Usha Gupta’s A/c. S 

3. The follo^ng errors were made by the Book-keeper of Vir 

Bakers. How would you adjust these errors : 

{a) Goods worth Rs. 30 sold to Staya Prakash were posted ta 
the d^it of Naresh Kumar. 

(6) Rs. 25 cost of repairing the roof of shed wrongly chargcd> 
to Building Account. 

(c) Rs. 1,000 paid for furniture purchased had been charged 
to ordinary Purchases Account. 

(d) A sum of Rs. 20 paid by way of rent was debited to Land^ 
lord’s Personal A/c. 

4. The Book-keeper of Vijay Kumar & Co. has made; the follow- 
ing mistakes in posting of Accounts : 

(fl) Machinery sold for Rs. 5,000 has been posted as cash- 
sales. 

(5) A sura of Rs, 75 paid by way of rent was debited to^ 
Landlord’s Personal A/c. 

(c) Another sum of Rs. 500 paid for repairs of office fixturea- 
was debited to Office Fixtures A/c. 

(d) Goods worth Rs. 1,000 returned by Jai Prakash were- 
received in stock but no entry was made in the accounts 
books. 

How will the above mistakes be rectified ? Pass the necessary 

entries in the regular form : 

5. Rectify any three of the following errors : 

(u) The total of the Purchases Book was cast shortly by 
Rs. 100. 

(fc) An item of Rs. 50 representing returns inwards from 
Sudhir Kurort was omitted to be entered in his account. 

(c) A sale of furniture amounting to Rs. 75 had been credited 
to Sales A/c. 

(J) The credit side of Sudhir Kumar’s A/c Jn the ledger has 
been overtast by Rs. 100. 

(f) Rs. 760 paid for the purchase of Motor Cycle for one of 
ihe partners had been charged to Trade Expenses Account. 

6 . Pass Journal Entries to rectify the following errors : 

(i) Rent for residential accommodation of Rs. 500 debited to- 
Rent Account. 

(j7) Charge for Rs. 200 received from K. Rao credited to* 
P. Rae. 

(Hi) Construction of a new canteen costing Rs, 3,000 debited to- 
Building Repairs Account. 


(/V) An amount of Rs. 80 received account of interest was 

^ ’ credited to the Commission Account. fHebits 

7. The Trial Balance of a book In a suspense 

a^c^cXS clo?ed.‘^'Sron ^he following errors 

are discovered Rectify 
(f) A credit item or Rs. 249 has been 

account as Rs. 429. 

(n) Rs. 900 paid for furniture bought 
purchase account. 

(Hi) A discount allowed to a customer 
^ him as Rs. 145 in place of Rs. 154. 

(iv) The total of Return Inward Book has been added . 

(v) A*cheque for Rs. 100 for petty cash was not posted into 
petty Cash A/c. Certificate Exam., 1978) 


debited to a personal 
have been charged to 
has been credited to 





Rectify the following errors : 

(a) Goods of Rs. 302-56 sold to Mohan was posted to his A/c. 

as Rs. 32*56. * , « 

(b) Repairs made were debited to Buildings A/c Rs. . 

(c) Rs. 50 withdrawn by a trader for his personal use were 
debited to Trade Expenses A/c. 

(d) Furniture purchased for Rs. 200 was entered in the 
Purchases book- 


rhe following errors were made by the Book-keeper of Messrs 
ralwar& Co., during the year ended 31st December, 1980. 
Tow would you adjust these errors and how would tncy atieci 
he annual accounts for that year ? 

a) A Builder’s Bill of Rs. 2,700 for the erection of a small 
^hed was debited to Repairs A/c. 

6'' A cheque for Rs. 300 received from Vinod Chopra & Co. 
was dishonoured and debited to Allowances A/c. 

c) On December 28th goods to the value of Rs. 100 were 
returned by Brown & Co. and taken into stock but were 

not entered in the books. 

Note : Net profit will be increased by Rs. 2,900. 


Pass Journal entries and rectify the following errors : 

(a) Cash received from Rajendra Kumar Gupta Rs. 56*44 but 
credited in his account as Rs. , 50*44. 

(by Purchase of office stationery Rs. 20 debited to Purchases 
Account. 

(c) Cheque of Rs. 450 paid to Ishwar Chandra Gupta had 
been debited to I.C. Goel’s Account. 

(d) Discount allowed Rs. 100 had been credited to Discount 
Allowed A/c. 
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(^) A total of the Purchases Book was carried forward as 
Rs. 798 instead of Rs. 789. 

11. Give the correpting journal entries in respect of the under- 
mentioned transactions : 

(0 ^pairs TO Motor Car Rs. 350 were debited to the Motor 
Car Account. 

(f/) P 4 irchases Day Book was undercast by Rs. 1,000. Although 
th^ creditor’^ accounts were rightly posted. 

{iii) Cash discount of Rs. 25 allowed to a debtor was not 
credited to the Debtor's Account. 

(iv) Rs. 250 received from S.K. Mehta were credited to S.K. 
Gupta’s Account. 

12. The following errors were discovered -in the books of S. Gulab 
Chand : 

(i) Rs. 300 paid in cash for a typewriter was charged to office 
Expenses. 

(//) Material from store (Rs. 650) and Wages (Rs. 140) has 
been paid in making furniture for use in the office, but no 
entries have been made in the books. 

(ft7) Goods worth Rs. 200 purchased from J. Banerji on 23rd 
December had been entered in the Purchases Book and 
credited to him but were not delivered until 5th January. 

(fv) Goods bought from a suppllier amounting to Rs. 130 had 
been posted to the credit of his account as Rs. 310. 

(v) A cash sale of Rs. 80 to K, Dalai, correctly entered in the 
Cash Book, was posted to the debit of K. Dalai’s Account 

in the ledger. 

(vO An item of wages paid Rs. 60, correctly entered in the 
Cash Book posted as Rs. 80 in the Ledger Account. 

State the adjusting entries which are necessary to the above 

errors. i. r « • 

13. Set out the Journal Entries necessary to deal with the following 

matters : * r i 

(a) The writing off as Bad Debts of Rs. 550 due from i4,e 

Rs. 190 from B and Rs. 28 due from C, 

(b) The Cost of Typewriter Rs. 800 was debited to Offic 

Expenses. 

(c) The bringing into account of 3 months’ interest accrued on 
a loan of Rs. 500 @ 5% per annum due from X. 

(d) The loss arising on a sale for Rs. 370 of a machine, the 
book value of which is Rs. 550. 

(e) Bad Debts recovered Rs. 550. 

(/) Excess Depreciation of Rs. 500 provided on Plant and 
Machinery. 

14 . Show how yon will rectify the following errors : 

(a) A credit sales of Rs. 450 to Ram was debited to Raman. 
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m 

(c) 

■(d) 

(e) 

(/) 


A purchase of goods for Rs. 750 from Sen was debited to 
An ^^'cHmirah purchased for Rs. 750 was debited to 
A^sum*of Rs. 350 received from a debtor was debited to 

his account. • ♦ - 

Purchase of goods for the consumption of the proprietor 

was debited to Purchases Account Rs. 1,0UU. 

Discount allowed Rs. 15 was credited to Discount Recei- 
vable Account. 


15 The trial balance as on 31-12-1980 of Saraswati Private Ltd. 
* * showed a difference and on scrutiny, the following discrepan- 
cies were observed. 

(;) The sales day book was overcast by Rs. 3,000. 

<i7) A sum of Rs. 1,000 received from A was wrongly credited 
to the account of R. 

iiii) A creditor’s balance was extracted as Rs. 1,345 instead of 
' Rs. 345. 

</v) ' A sale bill for Rs. 9,180 was wrongly debited to the 
customer’s account as Rs. 9,810. 

(v) The purchases day book was undercast by Rs.J,000. 

(vf) An invoice for Rs. 2,000 for purchase of typewriter was 
debited to purchases account. 

Pass Journal entries to rectify the above discrepancies, at the 
same time, pointing out whether the discrepancies affected 
the trial balance or not. 

Ans. Difference in trial balance Rs. 4,370 (excess credit) 


16. Rectify the following errors : 

(i) Purchased goods from Ram Rs. 300 passed through Sales 
Book. 

(iV) Received one bill .from Mahesh Rs. 500 passed through 
Bills Payable Book. 

</«) Received final dividend of Rs. 20 from Ajit, whose account 
had already been written off as bad debt was credited to a 
newly opened account and was included in the account of 
fcrediiors 

(iV)* Rs. 500 paid to Shyam Brothers against our acceptance 
were debited to Malhotra Brothers Account. 


17. Pass Journal entries with narrations to rectify the following 
errors : — 

(/) An amount of Rs, 200 withdrawn by the Proprietor for 
his personal use has been debited to Trade Expenses 
Account. 


{ii) A purchase of goods from Triloki Nath amounting fa 
Rs. 300 has been wrongly entered through the Sales Book. 


eB.K.(10)XI 



(ift) 

(/v) 

(V) 

(vO 


(v/0 


A ciedit sale of Rs. 100 to Jai Prakash has been wrongly 
nassed through the purchases Book. 

Rs 50 received from Shanti Prakash & Brothers have 
hoen credited to Shanti Snarma & Brothers. 

Rs 175 Paid on account of salary to cashier Kailash Nath 
stand debited to his Personal Account. 

4 Contractor’s bill for extension of premises am^ntrng 
to Rs. 2,750 has been debited to Buildings Repairs 

Account. » . 

An amount of Rs. ?0 received on account of interest was 

credited to the Commission Account. 


00 

O'O 

(iv) 

(V) 


(fe) 


Rectify the following Errors : . , , 

The Discount A/c was credited by Rs. 175 of the amoun 
SreSXg the total amount of the discount column on 

the debit side of the Cash Book. 

The Sales Day Book was undercast by Rs. 1,100. 

The sale proceeds of the old furniture amounting to 

Rs 1 5C0 was credited to the sales A/c. 

Bills receivable for Rs. 350 was posted as Rs. 503 to the 

credit of the acceptor’s A/c. 

Repairs to Motor Car Rs. 750 was debited to Motor Car- 

A/c. . . 

Show how you would correct the following errors giving Jour- 

na1 Tntrtes with due narrations as are necessary : 

nal entrie 1 5 for a credit sale to C.B. Gupta 

^thoS correctly entered in the sales book, has been 

posted as Rs. 1 15 05. from 

f; a";: 

itrpH Rill of Exchange receivable for »Rs. 1,600 

^.rero“f 

duly pa^. 

p“ «d .0 "h ” debit of tb. eostontt wbo tetunted 

'a^ ofRt. 800 , „»„g by . cbstomor, bad been 

o'Si.ted front .be ^u„d,y ^b»^ 

Bills Receivable from FF Rs. 3,iuu pos^u 
PilU Pavable Account and credited to pr*. 

A'^fo^L 300 was ntade to ^ “Je«^ 

in the sales book, but posted to debit of Y as Ks. ;> 


(c) 

(d) 


ie) 


f) 

(A) 
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(0 


20 . 


0 ) 


00 


(«h) 

(«v) 

(V) 


A book-keeper failed ^ ^'^Tside by\sMo" This 

credit side exceeding J Account. Later on the 

amount was entered m a Give journal 

entlleTr rec^V Ae^^^ 

account. , , to D & Co. were 

Book, but posted to Co.’s 

A/c as Rs. 260. Mohan for Cash. 

rwlrcreTy^^eco'i^/.rthe cash Book, but was 

r,s.c.v.\“"f R... R-.™.. .cco-p. 

“ofRe."™ orit.e,"’'”' 

Rs 200 was not posted to the ledger. Prakash 

Goo* worth Rs, 100 wore Book. 

ffo^'c'c^nrof Ptak.sh.n was correctly credited. 

rtou? o of’i-s ac^pe. was over- 

cast by Rs. 100. 

The undermentioned errors could not be detected by the 
book-keeper of G.D. Bose, a sole trader . 

The sales day book was cast Rs. 500 short. 

The purchase of an office almirah for Rs. 450 was passed 
through the purchases day book. 

The sale of goods worth Rs. 250 to Bose was credited to 

his account. j u* 

Goods worth Rs. 350 taken by G.D. Bose were not debi- 
ted to any account.' 

Purchases of stationery for Rs. 50 was debited to office 
typewriter account. 

You are required to state (a) what items would affect the 
agreement of the trial balance, and (b) what was the amount 
in the suspense account. Give correct journal entries for recti- 
fication of the errors. ou v. 

Ans. Items affecting the agreement of T.B. (/), y”) ® 

debit balance of suspense A/c Rs. 350. 

In order to close the books in time, an ^accountant pla<^s the 
difieience in books to a Suspense A/c. Subsequently the foUow- 
ing mistakes were located : — 

(1) Sales Book was overcast by Rs. 100. 

(2) A sale of Rs. 50 to A was wrongly debited to B. 


(vO 

>«) 

21 . 

(0 

00 

OiO 

(^) 

(V) 
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(3) A debit ofRs. 18 to the General Expenses Account was 
taken as Rs. 80. 

(4) A bill for Rs. 155 accepted by a customer was passed 
through Bills Payable book. 

(5) Legal expenses Rs. 119 was debited to the personal 
account of the Vakeel. 

(6) Rs 100 received from Mr. A. Soloman was debited to Mr. . 
B Soloman's Account. 

(7) Total of Rs. 1,235 of the purchases book was carried 
forward as Rs. 1,325. 

Pass journal entries to rectify the errors and prepare the 
Suspense A/c. 

Note : The opening balance of Suspense A/c will be the 
balancing figure. 

33. In talcing out the trial balance, a book-keeper finds that he is 
out Rs. 38 04 excess debit. Being desirous of closing his 
books, he places the difference to a newly opened Suspense 
Account which is carried forward. In the next period, he 
discovers that 

(0 A credit item of Rs, 97*43 has been debited to a personal 
account as Rs. 79*34. 

(i7) A sum of Rs. 95 written off furniture as depreciation has 
not been posted to the depreciation account. 

{Hi) Rs. 1,500 paid for furniture purchased has been charged 
to ordinary Purchases Account. 

{iv) A discount of Rs. 37.41 allowed to a customer has been 
credied to him as Rs. 36*14. 

(v) The total of the Inwards Return Book has been added 
Rs, 9 short. 

(v/) An item of sale Rs. 59 was posted as Rs, 95 in the sale 
account. 

Give journal entries to rectify these errors. 

24. The following errors were detected in the accounts of Ram 
Chand for the year ended 3 1st December, 1979 : 

(i) Goods purchased from Ram Lai for Rs. 1,000 were entered 
in the Sales Book. 

(/i) A cheque for Rs. 300 received from Gopal was dishono- 
ured and debited to Hari’s Account. 

(i70 Rs. 500 paid to Ram Nath for salary were debited to his 
personal account. 

(/v) Goods of the value of Rs. 200 returned by Mohan were 
included in Stock, but no entry was made in the book. 

(v) Sale of old furniture for Rs. 100 was entered in the Sales 
Book. 
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Gl„ Joun..l .■> th=s= «-o™. 


(II) 

(/«) 


rs; “’iXotw V .u. soo f,o„ A..O. h« 

ton po‘«a ll^o-eX •'>' ®‘'“ n . n.bto,» b« 

?i.‘polSdC SlTce.?. .fDbcoun. 

Received Account. (5 5C. Delhi, 19S0 ComptL} 

26. In taking out a Trial Balance^ the ^accountant 

finds that he is out Rs. 41 jjffefence to a newly opened 

5;^^.';: '■ve r ciS"u.d. m .bp »« 

fa7'*a* creS'^item of Rs. 83 60 has been debited to a personal 

(,) a rrof^Rf 62-60 written off on vehicle as Depreciation 
^ ^ has not been posted to Depreciation Account, 

(c) Rs. 1,000 paid for typewriter purchased has been charged 

to the ordinary Purchases Account; 

(d) a discount of Rs. 15-30 allowed to a Customer has been 
credited to him as Rs. 14.30; 

(e) the total of the Sales Returns Book has been added Rupee 
one short; 

(/) an item of Sale for Rs. 68 was posted as Rs. 36 in the 
Sales Account. 

Give the correcting entries in the form of a Journal and draw 
up the Suspense Account. 


i 


9 

Final Accounts 

Afier having saiished himself of the accuracy of the postings 
©f the business transactions in the books of accounts through pre- 
paration of Trial Balance, the businessm an gets interested in kn owing 
as to whelheiTie^as earned profits or incurred losses and as to what 
is hh business position at the end of the accounting period. For this 
purpose he prepares ‘Final Accounts’ which are called ^Financial 
Statements\ 

Income Statement and Position Statement 

For knowing his earnings during the accounting period, he pre- 
pares an ‘Income Statement’ popularly known as ‘Profit and Loss 
A/c’. For knowing his financial position or ftnancial status he prepares 
‘Position Statement’ popularly called ‘Balance Sheet’. These two 
statements put together are called ‘Financial Statments’ or ‘Final 
Accounts'. 

Income Statement or P & L A/c 

It is not only the quantum of profit, which a trader wants to 
know at the end of an accounting period but also the details of his 
income and expenses, so that he may critically analyse and study 
them and then develop his future plans of action for enterprise 
growth. That way an income statement is a summary of all the 
accounts that affect the profits- or losses of any firm. The trial 
balance contains all the accounts in the ledger. From this trial 
balance all the //owi/W /Iccouwrj v/z. such accounts which results, 
either in gains or in losses and expenses, are sorted out and grouped 
together. Those which increase the profits are put together at one 
place (credit side of P & L A/c,) and those which decrease the profits 
at another place (debit side of P & L A/c). Thebal^e^^ould-mdicate 
either profit or loss. The.excess:pf:rts:EreaiF^side-wo 
V profit, whereas that_of - the^debit side -a^ loss. Jhis iacoiue-State- 
ment is further divided into two^garts. The first is called 'Trading 
' Account’ and the "seTo'nd ‘Profit and Loss Account’. The first will 
show Gross Profit or Gross Loss while the second would indicate 
Net Profit or Net Loss. 


\ Matching Revenue and Expenses 

^ We have said that Trading and Profit and Loss A/cs are pre- 

/ pared by grouping all the nominal accounts drawn from the trial 
^ balance. Broadly speaking, all the accounts pfertaining to revenue 
and expenditure are nominal accounts But all the expenditures and 
revenues do not necessarily affect the profit of the business for the 
accounting period. For calculating correctly the profits for the 
accounting period, the principle of matching of revenue and expenses 
has to be applied. This means that all the figures of income (on the 
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iSIigiifiii^ 

year/ It is because of this prmcip^ ha^^ or p ,Q ad- 

^ 1 jntrt 2iccount as also the expe It is therefore, 

taken ' - arriving at the figures of net p - revenue 

arrive at the true profit of the “^ra. expeaditures and receipts. 

Sly the nature and types of different expe Expenditure' 

Broadly speaking an ®*P^l‘"’’ykew^se, a receipt can be either a 

■°^jJlSpr Tt “l<e;e„e R.celp,'. U. « «.»» 

thoroughly. 

Capital Expenditure and Revenue Expenditure 

Earlier in this book the difference expense is 

penditure’ has already not necessarily an expense, 

an expenditure, each expenditur , business expenses which 
They are definitely not synonyms. ® ?„ 7 °®eriod called 

affect directly the profits for the j^^nofdirectW affect the profit, 
fut the benefits of which result over 

business (say five to ten years) are called ^ J bile the 

revenue expenditure or expense is shown in P & L A/c wniic 

capital expenditure is shown in Balance Sheet. 

Capital Expenditure. All expenditure incurred in 
fixed assets, or improving the existing ones by increasing i ^ 

ec!nZy in operation of existing assets (e g. by attaching power 
motor to hand driven machine) are called capital ' 

These expenditures are intended to be permanently used in busin 
and they increase the earning capacity of the enterprise. They may 
or may not reduce the existing expenses. The following types of 

expenditures fall under this category: — 

Sr ^ ^ ^ 

(/) An expenditure incurred on any tangib le or jntangiDl e 
asset which^cairbe soid or converted into Cash in future. 

(//) A h exp enditure inewre^'on improving an existing asset so 
as to increase its earning capacity. 

{Hi) An "expenditure incurred on a new asset to bring it to 
workable condiiion. 

(/v) Expenditure for acquiring a capital asset. 

The following can be quoted as examples: — 

(i) Payment for Goodwill. 
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(H) Cost of Freehold Land ^ Building. 

{Hi) Cost of Leasehold Land. 

(h^) Payment for acquiring Trade Mark, Patents, Copyris^ 
Pattern & Design etc. 

(v) Plant and Machinery and Furniture purchased for the uae 
in business. 

(vO Motor Car, Truck, etc. for the use in business 
(y/O Installation expenses of Plant & Machinery 
fyiii) Expenses of Electric Fittings 
(tx) Addition to the value of present assets. 

(x) Expenditure on extension of mines and gardens. 

(xi) Acquiring an asset and spending on its erection, etc. 

4 

must be remembered that the benefits of the c apital e;^ 
imditure is spread ove r several — Lienee only sTportion of 

uese expe nditure Jsjnclude d in th e mcome statement of each year. 
"®^^7®^L'cxpSditure when incurred is called Capital nutloy and the 
portion which is earmarked for a parti cular" accounting period is 
^lled DepreciaUdn. This depreciation^ goes to the profit and loss 
A/c (and is reduced from the total capital outTayJ^wEile the r^ 
which is called cost re sidue is transferred to balance sheet. Since 
capital expenditure afe Tran sf erred to balancc”~shwt they are also* 
called balance sheet expenditure. 

Revenue Expenditure : They are all such expenses which 
are incurred on the organisation and for running the business. The 
benefits of such expenses is limited to the accounting period only. 
They arc incurred to maintain the ea minz- capacity of the business, 
where^ capital expenditure' are incurred to improving the earning 
capacity of the business. The following types of expenditures are 
usuaBy^caitetLrevenije expenditure. 

(/) Expenditure incurred on acquiring raw material and busl 
ness goods. 

(ii) Such expenditure whose advantage does not last for more 
than a year. 

(///) Expenditure incurred for the maintenance of an asset. 

(/v) Expenses to run the business efficiently— office expenses, 
financial expenses, selling expenses, distribution expenses 
cu. 

The list given under can be quoted as examples; — 

(/) Cost of Raw material. 

(ii) Goods purchased for re-sale. 

(///) Wages paid. 

(/v) Administrative Expenses— wages, salaries, insurance, rent 
and advertisement, etc. 

(v) Repairs and upkeep of fixed assets. 

(v/) Annual rent of Leasehold Land. 
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(vii) Loss due to fire. 

(vtfO Distribution expenses. 

(ix) Selling expenses. 

(x) Interest on Loans. 

(xi) Depreciation, etc. 

It must, however, be remembered that JfhSs of 

shown above are not uni verily -jjggd^slu^- But in actual 

expenditures which by and l?"«^Xule ifa capital or revenue ex- 

prlSeceTwlietherairitem orexpenditureisa MP i,^i„ess con- 

^diture will depend on Us purpose "'^'“^/e/ample. expenditure 
cent. It may vary at different Pmes bJJ for an engin^ 

on Plant and machinery is a cap^l exp w x>^^Tii i» 

erh^'CSncer^^ be^ 

meant forjesalc. Similar isTEc cas expenditure for a dealer 

capitarexpSiditme. but it may be a Revenue nature may 

have to be capitalised under certain situa * can be 

dered as exceptions to the general rules. Some cxampi 

given as under : 

Exceptions to the General Roles — ,onn. 

or for installation of a machine then it is treated as Capi P© 
tore. 

(hi) Carriage and Freight-These are also revenue 
but Carriage and Freight paid for bringing the machine to the go 
down, then it is treated as Capital expenditure. 

(/v) Repairs and Renewals— These are revenue expenditures but 
when an olHiachme is purchased and ?o*uc ®“Ount is 

bring it to a workable condition then it is called Capital cxpcndi 
tore. 


Distinction between Capital Expenditure and Revenue Expenditure 

It would be better to recapitulate the distinction between these 
two types of expenditures : — 

(0 Capital expenditure is the capital outlay on acquiring new 
assets, improving the existing ones, not with the intention of rc sc ljing 
them. Revenue expenditure is the routinMypes of recurring expra^ 
which arc incurred for running the_buslness. Besides, they include 
expenses for maintaining the upkeep of the existing assets. _ 

(<if) Ca pital expenditu rg in creases the earning c apacity of the 
business, whereas, Revenue expenses tfo noil ^ 

ifii) The benefits of the capital expenditure arc always spread 
over several years, whereas the revenue expenditure provides benefit 



only for the accounting period. That is the reason why only a part 
of the capital expenditure is accounted for in the accounting per^d 
and the balance is shown as an asset in the balance sheet. On 
the other hand, the entire amount of the revenue expenditure is 
accounted for in the accounting period. The nature of the two kinds 
can be better understood by the following example : 

Example— Explain whether following are Capital expenditure 
or Revenue expenditure — 

(i) Repairing charges of an old Typewriter for the office use. 

' (/’O Extension of the present lease. 

(in) Carriage .on Machine purchased. 

(iv) General repair of the building. 

(v) Expenses on the issue of debentures. 

Ans. (0 Capital Expenditure. 

(ii) Capital Expenditure. 

(ii7) Capital Expenditure. 

(iv) Revenue Expenditure. 

(v) Capital Expenditure. 

Deferred Revenue Expenditure 

Sometimes some expenditures are incurred which by nature are 
revenue expenditure, but its benefits are likely to be derived over a 
number of years.' If a revenue expenditure is incurred during the 
current year but paid as advance for the coming year(8), such expen- 
diture is called * Deferred Revenue Expenditure". For example a firm 
may undertake a special advertising campaign for a new product and 
say spends rupees one lakh over it. The benefit of this advertisement 
may continue for say ten years. As such only one-tenth of this ex- 
penditure should be considered as revenue expense for the year and 
taken to P & L A/c and the rest as Deferred Revenue Expenditure 
and taken to balance sheet as asset. Such expenses are also sometinaw 
called Capitalised Expenditur erCsunWy the deferred revenue, expendi- 
ture are of the following types : - 

(i) Partly paid in advance. These are expenses, the benefits of 
which accrue to the current year as also to the future years. The 
utilised portion is accounted for the current year and the unused 
portion is shown as asset in the balance sheet, 

(i7) Wholly paid in advance. These are expenses, the benefit of 
which does not accrue to the current year, but the amount is paid 
during this period. As such the total amount is shown as asset m 

the current balance sheet. 

(/i7) Unusual and abnormal losses. The business may get 8 
shocking setback if the total abnormal losses are accounted for in 
one year. Loss by theft or fire may have to be spread over a few 
years Some portion of it is accounted for in the current yw and 
the unwritten portion is shown as an asset in the current balance 
sheet. Of course, this will be a worthless and fictitious asset. 
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lents 


Capital Receipt and Revenue Receipts betweea 

It is equally important to receipts, like revenue 

capital receipts and j are shown on^ its credit side. 

ex^nditures affect the P & L A/c and a profit, and 

Capital receipts, like capital expendit reduction from the 

S'^lther sho'wn as a li-bilUy or more often^as a red^^^^^^^^ 

assets. Any excess realisation over the accounted for as such, 

examples : 

Examples of Capital Receipts 

(i) Capital invested by the owners of the business. 

(,7) Amount received from sales of fixed assets or invest; 

{Hi) Conversion into Cash of any Asset except stock. 

(/v) Loans received. 

^Examples of Revenue Receipts 

(/) Amount from sale of goods. 

(ii) Amount received from rendering services to other parties 
or interest received or commission received. 

It would be advisable to understand at this stage the nature of 
capital loss and Revenue loss as well. 

Canital Loss and Revenne Loss : Capital loss is that loss 
orrurs due to sale of some fixed asset For examples, loss due 
fc ssurof sh4s or debentures at a discount. Loss due to misappro- 
of C«h from the office or forfeiture of security deposited foi 
^ettine an agency Revenue losses are those losses which occur 
due tosale*andVrcbas®ofgo°‘^®- example. Bad Debts, loss 

due to fall in the price of goods, etc. 

Whereas revenue loss is usually accounted for in the current 
year’s P & L A/c, capital loss is usually spread over a few years. 

TRADING ACCOUNT 

The income statement is split into two parts. The first is called 

the Trading Account and the second the Profit and Loss Account. 

'The trading account is designed to show the gross profit on sale of 
floods. This is achieved by setting against the net proceeds of sale, 
the cost of goods sold. The Trading Account contains, in a 
summarised form, the transaction of the trader relating to the com-' 
modules in which he deals, throughout the accounting period. All 
expenses which relate lo either purchase of raw-rnatenal or pro- 
duction or manufacturing are charged to the Trading A/c. It is 
Tprepared to find out Gross Profit or Gross Loss. If the Sales are 
more than purchases and expenses the result is Gross Profit and v/re 
versa. 

In the beginning of the year the businessman has stock left 
-from the last ycati It is called Opening Stock. The goods remaining 
unsold this year is called Closing Stock. While preparing Trading 
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A/c, Opening stock is added to the Purchases and Closing Stock it 
addedTo the~Saie5 . I radinp A/c shows the ^ross Protit or tJfOaa. 
LossT Theb^inessman can, with the help of Trading A/c compare- 
the Purchases, Sales and Closing Stock of the current >ear with 
those of the last years. He can easily hnd out the ratio of Gross- 
profit to the Sales and thus control his business expenses. 

For a small businessman, Trading Account serves the purpose 
of Manufacturing Account as well. But a big businessman usually 
has to prepare a separate manufacturing account. The description oP 
this account will be given at the appropriate place on pages to 
foUow. 

Importance of Preparing Trading A/c 

Preparation of Trading account serves the following objectives- 
nnd provides data for comparison, analysis and planning for future' 
growth. The purposes arc : 

(i) It provides information about gross profit. The curreni 
figure can be compared with earlier ones and reasons found for 
variations. Accordingly plan can be launched for future growth of 
the firm. 

(ii) Ratio of gross profit to sales can help the trader to improve^ 
bis business administration, 

(in) Ratio of direct expenses to sales will help the trader to- 
control and rationalise the expenses. 

(iv) Comparison of ‘stock in hand ’ of the current year with- 
those of the previous years. Reasons for variation can be found out 
and steps can be taken to adjust things more profitably. 

<v) Ratio of cost of goods sold to total sale proceeds can help 
the trader in fixing the prices of his products, 

(vz) Precautionary measures can be taken to avoid possible^ 
losses by analysing the items of direct expenses. 

Important Points abont'Trading A/c 

Stock — The goods remaining unsold is called stock. It is of 
two types : 

1. Opening Stock— In the beginning of the year the busings* 
man has some unsold goods of the last year. It is called opening 
stock. It is shown on the debit side of Trading A/c- 

2. Closing Stock— The goods remaining unsold at the^rad 
of the year is called Closing Stock. It is shown on^ the credit^dde 
of the Trading A/c. Opening Stock is given in the Trial Balance and 
Closing Stock is* given below the Trial Balance because closing stock 
is valued after the accounts have been closed. 

Valnation of Closing Stock 

Closing Stock is valued at cost price or market price whichc^w 
is less. For example, the businessman purchased goc^s for Rs. 2,000 
but at present its market value is Rs. 2,500. It will be valued al 


157 


n o ^nn Another goods costs Rs. 3,600 but 

2.000 and not «t Rs. „ „if| be valued at Rs. 2.6TO. 

SSSrUted £■*; “ a* fossVJeSa's 

ZT^bcnuTs dearly' visible. Thus we can say expected gam ,s no 
sain but expected loss is a loss. 

* . oa 1 , okeattM hc valued very carefully and correctly. 

S‘?iI“®,nRold stock Ih^Id be carefully prepared and its price 
A list of the stodc^ ti by capable 

•written against e checked by some reliable officer. It 

and experienced pe Closing Stock is valued at a 

should be kept of the business will be wrong and 

higher price the oross 

misleading. 

fioods to be included in Closing Stock- 

' 1 Goods remaining unsold at the end of the year is called 

■Closing Stock. 

Tf there are other branches of the business, the closing 
stock of all the branches should be included. 

, If goods have been sent on Consignment, the stock 
remaining unsold with the consignee should also be included. 

4 If the businessman has not taken into consideration some 
purchases or sales returns, these should also be included ia the 

Closing Stock. 


Component of Closing Stock 

n) stock of Raw Materials— If the businessman is a manufa- 
/•hirer and he will be having some stock of raw- material at the end 
of year it should be included in the Closing Stock. 

( 2 ) Stock of Finished Goods— The part of the finished goods 
unsold should also be included in the Closing Stock. 

(3) Stock of Work-in-progress— The goods which is not ready 
but is expected to be ready shortly is calh Work-in-progress and 
should also be included in the Closing Stock, 

(4) Stores— The goods required for converting the raw-material 
into finished goods should also be included in the Closing Stock, 
e,g., machine oil, chemicals, coal, gas, etc. 


Porcbases and Purchases^ Retarn 


Purchases Account tells the quantity of total goods purchased 
and the Purchases Returns A/c shows the goods returned oat of 
purchases. It is shown on the Trading A/c in the following 
manner : 

Purchases 

Less Purchases Returns 


'Direct Expenses 


These are those expenses tht 
• of goods or expenses incurred 


included in the manufacture 
porting goods and carrying 


them to the godown. In other words we can say those expenses that 
are incurred in bringing the goods to saleable condition are called 
direct expenses. Direct expenses include the following— 



(1) Wages— It is shown on the de^ side of the 
and shows the wages paid in the production_ptgoods. 

Note 1. If wages are paid for bringing a new machine or for 
its installation, it is treated as part of. th e cost of the_JD achine and is 
shown in the Assets. 

Note 2. Jf the expense is recorded as ‘Wages and 

it would go to Trading A/c. If it is ‘Salaries and Wages* it would go 
toP& L 



(2) Carriage Inward — Carriage paid will be sh own on t^ i? deK|t . 
sHe oHhe Trading A/c. Carriage outward is shown on the debit 
side of Profit and Loss A/c. 

Mann&ctnring Expenses 

All those expenses which incurred in manufacture of goods are 
shown on the debit side of the Trading A/c, e.g., factory, fuel and 
oil, factory lighting, coal and gas, etc. If lighting of the factory and 
office arc given together then they are apportioned. 

Carriage and Freight 

Carriage and freight paid for bringing the goods purchased^ 
is a direct expense and debited to Trading A/c. 

Sales and Sales Returns 

Sales are shown on the credit side of the Trading A/c but to 
arrive at Net Sales the Sales returns should be deducted. 

Entries passed at the time of preparing Trading A/c 

1. Opening Stock— It is debited in the Trading A/c and the 
following Journal entry Is passed : 

Trading A/c 

To Stock A/c (opening) 

(For Opening Stock transferred to Trading A/c) 


A/c. 


2. Purchases A/c— It is transferred to the debit of T 

Trading A/c' 

To Purchases A/c 

(For Purchases transferred to Trading A/c) 

3. Porchascs Return A/c— Following Journal entry is p 
Purchases Return A/c 

To Trading A/c. 

(For pufbhases returns transferred to Trading A/c) 

4a Ditict Bxpcnac*"FolIowing JoumnI entry is passed 
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Dr. 

Trading A/c 

To Wages A/c 

Carriage and Cartage A/c 
” Coal. Gas & Water A/c 

Manufacturing Expenses A/c 

Factory Lighting A/c 

iirS ' 

5, s.l»-F«Uowi.g ' 

Sales A/c 

To Trading A/c 

(For Sales transferred to Trading A/c) 

Trading A/c 

To Sales Returns A/c 

(For Saks Retanis traasferted to Trading A/ ) 

7. acaiag S<o.k-F«llo«ing Journal enW f pasred . 

Stock A/c (Closing Stock) 

To Trading A/c 

(For closing stock transferred to Trading A/c) 

In practice only following two entries mc passed : 

Trading A/c , x * 

To Stock A/c (Opening Stock) 

Purchases A/c 
” All Direct Expenses A/c 
(For transfer of balance to Trading A/c) 

Sales A/c 
Closing Stock A/c 
To Trading A/c 

(For transfer of balances to Trading A/c) 

Note-Gross Profit or Loss is transferred in the following way I 

In case of Profit Dr 

Trading A/c Dr. Profit and Loss A/c Dr. 

To Profit and Loss A/c To Tradmg A/c ^ 

(For G.P. transferred to P. & L. A/c) (For 



Form of Trading A/c 

Trading and Profit and Loss A/c of Sunil Kumar Chaturvedi 
for the ycar/half year ending 




Particulars 


To Opening Stock 
To purchases A/c 
Less : Purchases Returns 
Less • Discount pn Purchases 
To All Direct Expenses 
Wages 

' Carriage and Cartage 
*’ Manufacturing Expenses 
” Coal. Water & Gas 

** Factory Lighting 
’* Fuel & Power -- 
** Motive Power 
•* Carriage & Freight 


Wages & Salaries 
Octroi 




Factory. Rent & Rates 
" Duty on Imported goods 

fo P. i L. A/c c^. 

* (Gross Profit) 


Amount 


particulars 


Amount 


By Sales A/c 
Less : Sales Returns 
By Closing Stock 
By P. & L. A/c c/d 

(Gross Loss) 



To Trading A/c 


(Gross Loss) 


By Trading A/c 

(Gross Profit) 


PROFIT & LOSS ACCOUNT 

The businessman is more interested in knowing his net income 
or netVofit. which increases the owner’s equity. If the business 
incurs loss the owner’s equity will be decreased Net profit represents 
the excess of gross profit plus other revenue gains over sales expense 
including sales costs and other expenses which arc essential to run a 
business. These arc called Indirect Expenses and are not shown in 
Trading A/c. These revenue gains and indirect expenses (which have 
not yet been accounted for in the Trading A/c) are now shown in the- 
Profit & Loss A/c. The debit side shows the expenses and the credit 
aide the incomes. If the total of the credit side is more, it will be 
nrofit And if the debit side happens to he more, it would be net 
According, to Pro/. Cflr/er. “A Profit and Loss account is an 
account into which all gains and losses are collected in order to as- 
certain the excess of gains over the losses or vice versa'\ it must 

he remembered that expenses relating to the owner or partners 'arc 

not to^bc accounted for in the Profit and Loss A/c of the firm. They 
are personal expenses and hence are transferred to the Drawings A/c 
^thc owner or partners. These expenses are usually (/) Life insu- 
rance premium, (ii) Income-tax, and (i7/) House-hold or personal 

expenses. 

The objects of preparing P. & L. A/c can be briefly summed up 
as under : 
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(0 

w 


(«/) 


Provides information with that of tho 

— 


(tV) 


Vuturn» analysis of expenses. 

Proper allocation of “f ‘ f Reserves as also for 

DeVeC-nt ^Togrammes can be made. 


preparation of Profit & Loss A/c ounted for are clo^d 

All such nominal A/cs that are to be acc the closing 

Str ^T5eUi^^Sn in this regard will^be as under . 


1 . 


9f 


99 


99 


99 


9P 


99 


99 


99 


99 


99 


99 


-.0 



Profit and Loss A/c 

To Travelling Expenses A/c 

Audit Fee A/c ^ 

Frinting Charges A/c ' ' 
OBce Establishment A/c 

Discoua tAUowed A/c ^ 

Advcriisemepl A/c 
Insurance A/c - ^ 

Carriage A/c (Outward) 
Dock Dues A'C (Outward) w 

Salaries^/c ^ 

Wages A/c (Unproductive) 
Salaries and Wages j\/c ^ 
depreciation A/c / 

Bad Debts A/c .. 

Repairs A/c-, ^ 

Office Lighting A,c v 
Postage and Telegrams A/c 
Interest A/c ^ 

„ Commission A^c 
„ Legal Charges A/c 
' Erinting & Stationery A/c 
Trade Expenses A/c-^ 

Bank Charges A/c 
Rates and Taxes A/c 
Brokerage A/c ^ 


99 


ft 


^9 


99 


99 


^9 





99 


'99 


^99 


99 


^9 — ^ 

„ Sundry Expenses A/c 
(For debit balances transferred to Profit and Loss A/c) 

'I 


B.K. (11) XI 
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» / 

2. Commission A/c ^ 

Interest A/c 

Discount A/c „ 

Rent Received A/c 

To Profit and Loss Account 
(For credit balances transferred to P. & L. A/c) 

The balance of the P & L A/c, viz., either net profit or net 
loss is transferred to the capital A/C as under : 

Net Profit is transferred in the following way — 

Profit and Loss A/c Dr. 

To Capital A/c 

(For Net Profit transferred to Capital A/c) 

Net Loss is transferred in the following way — 

Capital A/c Dr- 

To Profit and Loss A/c 
(For Net Loss transferred to Capital A/c) 

Normally the following accounts are transferred to Profit and 
Loss account. The following specimen can give an idea of the types 
of accounts that are usually shown on the debit and on the credit 
aide of this account. 
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form of profit 


To Gross Loss b/d 

(A) Selling & Distribution 

Expenses *. 

Advertisement . 

Traveller’s Salaries Ex 
pcDses & CoBpmission 
Salesman’s Salaries Ex 
penses & Commission 
Bad Debts 
Godovvn Rent 
Export Expenses 
Packing Charges 
Carriage Outward 
insurance . 

Agent's Commission 
Upkeep of Motor Lorries 

(B) Management Expenses : 
Rent. Rates & Taxes 
Heating & Lighting 
Office Salaries & Wag-s 
Printing & Stationery 
Postage & Telegrams 
relephode Charges 
Legal Charges 
Audit fee 
Insurance 

Upkeep of Motor Car 
General Expenses 

(C) Depreciation Sc Mainte- 
nance : 

Depreciation 

Repairs & Maintenance 

(D) Financial Expenses : 
Interest on Capital 
Interest on Loans 
Discount Allowed 

Cost of Discounting the 
bUls 

(E) Extra-Ordinary Expenses ; 
Loss by fire (not covered* 

by insurance) 

Cashier defalcations 
To Net Profit iransfenred to 
Capital A/c 


and loss account 






By Gross Profit b/d 
Interest (Cr .) 

Discount (Cr.) 

Commission (t-.r ; 

Rent from Tenant 
Income from Investment 

Miscellaneous 
Appreniiceship Premium 
differences in ^ 

Dividend on Shares 

Interest on -- 

Income from any other 

Provision for discount on 

Inwrest on renewal of bills 
Net loss transferred to 
Cap ital A/c 


BALANCE SHEET 

After ascertaining the profit or loss of the business; the 
businessman wants to know the financial position of his business, 
u ** purpose he prepares a statement of Assets and Liabilities 
^ich IS called Balance Sheet. It is prepared on a specified date 
M^use the J^ures shown in the Balance Sheet are true on that 
aate only, i^e totals .of the Assets and Liabilities should be equal. 
It It IS not so It means that there is some error. 

Sheet is a classified summary of the balance remain- 
J-Cdgcr, aftcf all the income and expenditure 
It Shows transfer to Profit and LossWount. 

has been invested ; the values of assets and liabilities and their nature. 
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The capita! and liabilities of the business are shown on the left-hand 
side and assets and other debit balances are shown on the ri^t 
hand side Definitions by some prominent writers are quoted here 
to clarify the point further : 

A. Palmer has defined a Balance Sheet as follows : “The Balance 
Sheet IS a Staleraent at a given date showing on one side the trader’s 
property and on the other hand possessions and the liabilities 

- i ^ * 1 * * * I • t is an itemised list of 

tbe assets, liabilities and proprietorship of a business of an individual 
at a certain date ” 


Terminology of American Institute of 
€ertified Public Accountants (AICPA) has defined the balance sheet 
as, ^ a list of balances in the assets and liability accounts This list 

depicts the position of assets and liabilities of a specific business at a 
specific point of time . 

..... '*• ® ^tatejnent prepared with a view to mca- 

suie the exact financial position of a business on a certain date 

Characteristics of Balance Sheet 

sheet as distinct from other financial statements 
has the following characteristics: — ujcms 

1. It IS a statement and not an account. Although balance 
sheet- IS a part of the final accounts and prepared with the heln of 
accounts, yet it is not an account but a statement. 

2. It IS always prepared on a particular date, and thus shows 
tbe position at that date and not for a period 

3. It has no debit side and credit side. Nor the words ‘To’ 

of accounts shown therein 
The headings are Liabilities and Assets. 

4. It shows the financial position of the business concern. 

5. It shows what the firm owes to others as also what others 
©we to the firm. 


6. The totals of Liabilities and Assets always are equal. 
Objectives of preparing the Balance Sheet 

The following are the objectives of preparing a balance sheet : 

main purpose of preparing a 
balance sheet is to know the financial position of the business at a 
particular date. 

2. Subsidiary objectives : Though the main aim is to know 
the exact financial position of the firm at a particular date vet it 
serves other purposes as well. ’ ^ 

information about the actual, /.e., real owner’s 
equity Though (he capital of the owner indicates owner’s equity yet 
some other liabilities are to be accounted for against it also, 

(ii) It helps the firm to make provisions against possible future 
fosses. A provision is made in the form of the Reserves. 

^ ‘ is prepared from the Trial Balance. Although 
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Difference between 


Trial Balance and Balance She^ 


Point of Difference 


(1) Object 


(2) Period 


(3) Headings 

(4) Knowledge of 
Profit and Loss 

(5) Closing Stock 

(6) Acceptability 


(7) Compulsory 


(8) Accounts 


Trial Balance 


The object of Trial 
Balance is to test the 
accuracy • of Jadjer 

?^*A"^Trial Balance 
is generally prepared 
at the end of a 
month. 

Its headings are 
‘debit’ and ‘credit*. 

It does not show 

the profit or loss of 

the business. 

It does not contain 

the Closing Stock 
It is not accepted 

by the court. 


It is not compul- 
sory to prepare a Trial 
Balance. 

All types of 
accounts are included 
in a Trial Balance. 


Balance Sheet 


The object of Bala- 
nee Sheet is to know 
the financial position 

of the business^ 

A Balance Sheet is 

generally prepared at 

the end of trading 
period. 

‘Its headings are 

‘Liabilities’ and 

‘Assets’. _ 

'It shows the protit 

or loss of the business. 

It contains the 

Closing Stock. 

It is accepted by 
the court. It helps 
while making payment 
of income-tax and 

sales tax. 

It is compulsory 
to prepare a Balance 
Sheet at the end of the 

year. . 

Only Real and 

Personal accounts are 

included in a Balance 

Sheet. 


Resemblance between Trial Balance and Balance Sheet 

There are following points of resemblance between a inai 

Balance and a Balance Sheet — i, r> i. 

( 1 ) Both, Trial Balance and Balance Sheet, contain the Casa 

Book balance. 

(2) Both, Trial Balance and Balance Sheet, are prepared from 
the Ledger. 

(3) Both of these are not accounts but statements. 

(4) Those accounts which do not have any balance and whose 
both sides are equal do not appear either in Trial Balance or Balance 
Sheet. 

Marshalling of Assets and Liabilities. 

1. In order of liquidity. According to this method, an 
asset which is easily convertible into Cash appears first in the 
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glance Sheet. In this way the most easily realisable asset will 
be placed first and then will follow those'’^ assets whl-h” * i 
^ily realisable, so that the assets most dffficTo! reafisatfon 
be shown last. As against this order of the assets 
will be shown in the order in which they are DavaWe he 


BALANCE SHEET OF. 

As on 


Liabilities 


Amount 


Assets 


Amount 


Bills{Payable 
Sundry Creditors 
Loans 

Outstanding Expenses 
Capital 

Aiid : Net Profit 
Add : Interest 
Less : Drawings 


Cash in hand 
Cash at Bank 
Investments 
Bills Receivable 
Sundry Debtors 
Closing Stock 
Stores 

Plant and Machinery 
Freehold Premises 
Unexpired Expenses 
Goodwill 


Rs. 


Sheet ^'n^order o? JjuSuy^”*^ Partnership firms prepare their Balance 

2. In Order of Permanence— This method is fust the 
F.®''"?'! of previous one. The fixed and permanent assets and 

ESiSt. '’y “d 

Its specimen will be as follows : 


BALANCE SHEET OF. 

As on 


Liabilities 


Capital 

Add : Net Profit 
Add : Interest 
Less : Drawings 
Outstanding Expenses 
Loans 

Sundry Creditors 
Bills Payable 


Amount 


Rs. 


Assets 


Goodwill 

Unexpired Expenses 
Freehold Premises 
Plant & Machinery 
Closing Stock 
Stores 

Sundry Debtors 
Investments 
Cash at Bank 
Cash in hand 


Amount 

Rs. 
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j in order of 

, a»«auy the Belhnce Sh«t ,s P«P“ „ .,„al »tb«- 

>*’* *• u Ti?S=! ot the Baleoee Sheet sh 

®rE:rh::ph.-tep..ethe.B..-- 

of permanence 


‘’“““r ”d -tt .te^K " o;e,"Sr£ 

i«. »»»'=• rrL? whieh ae. .ac,™; 


nd intended to be ^ purchased They are 

“ a business. ^Such^ JS’ Sometimes the words 


ad infcnoca ^ ^ purchasea — j^xey arc 

n a Building! Mf Sometimes the words 

ears such as Land « Capital Assets. So 

iS^^pM' is also psed for thep,. ^ 

in-trade. Book °®*’ra’jii' depend upon the f for another 

iwtean^Sf affixed asset for me tosiSmah 

S.f». Bor etaatpht '» » i" f»mi«" S"””'*' 

but it will be a floating asset fo 

(d\ Wasting 4ssets — Wasting ass This term is alst> used 

„,jtCThii.i 

to denote such assets as leasehold land, etc. 

use in the business such as copyngn , ^ 

”nr.rdi.rir-SB. 

twe cannot see and touch, e.g.. goo w 

Capital-Capital is the excess of a trader s assets 

Wlities. There are following kinds of capital . • nf its 

(1) Fixed Capital— Fixed Capital Fumi- 

fixed assets, suPh as Capital invested in Building, Mactunes, 

^ ^(2) WorBng Capitol - Working swts'Ta^i 

able for the working of a business after its fixed asse 

( 3 ) Floating Capitol -Floating Capital is represented by Us 

floating assets. , . t •„ 

(4) Positive Capital -That part of the capital which is used 

the purchase of assets is called Positive Capital- u 

(5) Negative Capitol— That part of the capital which is borro- 

wed from ^outsiders is called Negative Capital. 
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• £• ^ Trading Capital — That part of the Capital which is invested 
m fixed and floating capital is called Trading Capital. 

nubilities and their classification 


r owing by a trader to other persons are known as 

uaoiliues. There are following types of liabilities : 

, Ti ^ed L jahilitles — Such debts that are payable after a very 

IC(ng.Pfinod-Me called fixed liabilities, e.g.. Capital 

^ Current Liabilities - Such debts that are payable from time 

t^time are called cu rrent liabilities e.g. Bank Overdraft, Bills Payable 


Contingent Liabilities— Such debts that become payable on 
of some specific incident are called contingent liabili- 
o i ^aji^er sold goods to Harish for Rs. 2,000 on 

h^LtcS stands as surety for Harish. However, Harish 

'vi'l l^ave to pay Rs. 2,000 to 

Kajinder. ^his amount is a contingent liability for Anil Gupta.' 
Following are the examples of contingent liabilities : 

1. Bills discounted b efore matur ity. 

2. Cas^ pending in the Court_of Law. 

3. Guarantees undertaken. 

Sheet are shown as foot-note below the balance 


Illustration 9-1 

From the following Trial Balance of Anil Kumar open ledger 

account pass the necessary closing entries, complete Trading and Pro- 

and prepare a Balance Sheet. Closing Stock on 31st 
March, 1980 amounted Rs. 5,380. 


Debit Balances 

Rs. 

Opening Stock 

2,740*00 

Purchases 

28,395*00 

Sales Returns 

200*50 

Carriage 

871-50 

Wages 

5,884-00 

Coal, Gas and Water 

4,286*00 

Manufacturing Exp. 

48400 

Debtors 

6,790*00 

General Expenses 

489*00 

Salaries 

430*50 

Rent, Rates <St Taxes 

191*00 

Cash in hand 

7-50 

Cash at Bank 

473*00 

Drawings 

300*00 


51,542*00 


Credit Balances Rs. 

Sales 40,216*00 

Purchases Returns 115*00 

Creditors 6,200*00 

Discount irOO 

Capital 5,000*00 


51 , 542*00 
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Solution 


Dtte 


closing entries 


particulars 


Itock A/c (Opening) 

Purchases A/c 
Sales Returns A/c 
Carriage A/c 
Wages A/c a/c 

Coal. Water and Gas A/c 

Manufacturing Expense 
(For tolances Uansferred to Trading A/c 


f9 


Sales A/c 

Purchases Returns A/c 

a;=) 


Stock A/c (Closing) 

To Trading A/c 

(For Closing stock transferred to 
ing A/c) 


Trading A/c 

To Profit and Loss A/c ^ ^ , 
(For Gross Profit transferred to P. « 

A/c) 



Dr. 

Amount 

rT 

42,86100 


40.216 00 
115C0 


5.380-00 


2.85C-00 


Cr. 

Amount 


2,740-00 
28.395 00 
200-50 
871-50 
5,884-00 
4,286*00 

IS4-OO 


40.331*00 


5.380*0a 


2,850-00 


Profit & Loss A/c 

To General Expenses A/c 
„ Salaries A/c 

„ Rent, Rales and Taxes A/c 

(For Balances iransferrea to P. «. L a/c; 


Dr. 


Discount A/c 

To Profit and Loss A/c ^ . . . 

(For Discount transferred to P. « L. a/c; 


Dfe 


Profit & Loss A/c 

To Capital A/c . 

(For Net Profit transferred to Capital 

A/c) 


Capital A/c Dr. 

To Drawings A/c 

(For Drawings transferred to Capital 
A/c) 


1.110-50 


1100 


1,750*50 


300.00 


489*00 

430*50 

191-00 


11*00 


1,750-50 


300*00 
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1979 

April 1 To Balance c/d 
^r. 31 

(1980) ToTradingA/c 


1980 

April 1 To Balance b/d 


Amount 

Dale 

Rs. 

2,740 

1980 
Mai. 31 

5,380 

Mar. 31 

8,120 


5,380 



Particulars ^ Amount 



Rs. 

2.740 

5.380 


> 8,120 


To Sundries 



Rs. 

28.395 



Mar. 31 By Trading A/c 

(transfer) 



1980 

'Mar. 31 To Sundries 


SALES RETURNS ACXTOUNT 


Rs. 1980 

20i *50 Mar. 31 By Trading A/c 

(Transfer) 


Rs. 

28395 


Rs. 

200*50 


1980 

Mar. 31 To Sundries 


1980 

Mar. 31 To Sundries 


CARRIAGE ACCOUNT 



Rs. 1980 
871.50 Mar. 31 


By Trading A/c 
(Transfer) 



WAGES ACCOUNT 



Rs 1980 

5.884 Mar. 31 By Trading A/c 

(Transfler) 


COAL. GAS. AND WATER ACCOUNT 


Rs. 

871.50 



Rs. 

5.884 


1980 

Mar. 31 To Sundries 


Rs. 1980 

4386 Mar. 31 To Trading A/c 

(Tranter) 










171 


MANUFACrURmOjXPENS^^ 


1980 
Mar. 31 


To Sundries 


1980 
Mar. 31 


By Trading A/c 

(Transfer) 


aEBTORSACCOU^ 


1980 
■Mar. 31 


April 1 


To Sundries 



Rs. 

1980 


6,790 

Mar. 31 


6.790 



By Balance c/d 


To Balance b/d 

expenses account 


1980 
'Mar. 31 


To Sundries 



Rs. 

1980 


489 

Mar. 31 



• 


B> P. & L. A/c- 


1980 
Mar. 31 


To Sundries 



Rs. 

1980 

1 

430-50 

Mar. 31 

1 




By P. & L. A/c 


RENT, RATES AND TAXES ACCOUNT 


1980 

Mar. 31 




Rs* 

1980 

To Sundries 


191 

Mar. 31 

• 

1 






By P. & U. A/c 


CASH ACCOUNT 


43050 


Rs. 

191 


1980 
Mar. 31 

To Sundries 


Rs. 

7.50 

1980 
Mar. 31 

By Balance c/d 

1 

1 

Rs. 

7*50 

April 1 

To Balance b/d 

1 

7*50 


t 





BANK ACCOUN T 



' 

1980 
Mar. 31 

TcTSuodries 


Rs. 

473*00 

1980 
Mar 31 

1 

By Balance c/d 


Rs. 

47300 

4 

AprU 1 

To Balance b/d 


473.00 
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Dr. DRAWINGS ACCOUNT Cr. 


1980 
Mar. 31 

To Sundries 


Rs. 

300,00 

1 

1980 
Mar. 31 

By Capital A/c 
(transfer) 


Rs. 

30000 





4 





SALES ACCOUNT 


1980 
Mar. 31 

To Trading A/c 
(Transfer) 


Rs. 

40,216 00 

1 

1980 
Mar. 31 

By Sundries 

1 

Rs. 

40,216*00 







i 



PURCHASES RETURNS ACCOUNT 


1980 
Mar. 31 

\ 

To Trading A/c 
(Transfer) 

1 

1 

Rs. 

11500 

1980 
Mar. 31 

By Sundries 


Rs. 

115.00 






1 

, 

= =s= = a 


SUNDRY CREDITORS ACCOUNT 


1980 


1 

Rs. 

1980 



Rs. 

Mar. 31 

To Balance c/d 


6.200-00 

Mar. 31 

By Sundries 


6.200*00 


1 


^ = ^ = 






DISCOUNT ACCOUNT 


1980 
Mar. 31 

1 

1 

To P. & L. A/c 
(Transfer) 

\ 

1 

> 

I 

«| 

Rs. 

iroo 

1980 
Mar. 31 

By Sundries 


Rs. 

1100 


ANIL 

KUMAR’S CAPITAL ACCOUNT 


1980 



Rs. 

1980 



Rs. 

Mar. 31 

To Drawings 

A Ia 


300 00 

Mar. 31 

By Balance b/d 


5.000*00 

f 99 

A/C 

To Balance c/d 

1 


6.450' 50 

• • 9 

By Net Profit 


l,730-3a 

1 

1 


6 .750 50 




6,750'5a 





mo 




i 

1 

, 

1 


April 1 

By Balance b/d 

i 


6,450-50 
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trading & PROFIT & LOSS ACCOUNT OF SHRI ANIL KUMAR 

n For the year ending 3Ist March, 1980 Cr, 

4)^- . > 


particulars 


To Opening Stock 
To purchases 
Uss : purchases 
Returns 


28 395 
115 


Carnage 

Wages 

(^\, Gas and Water 

Manufacturing 

Expenses 

Gross Profit transferred 
to P. & L. A/c 


Amount 


2.7wbo 


28.28000 
871*50 
5,884 00 
4.286*00 

484-00 

2 850 00 


Particulars 


By Sales . 40,216 00 

Less : Sales Retunis 200*50 


By Closing Stock 


\ 


cp 




Amount 


Rs. 


40,015*50 

5,380*00 


To Salaries 

Rent. Rates and Taxes 

” General Expense 
Net Profit transferred 
*' to Capital A/c 


45,395.50 

430.50 

191 OC 
489.00 

1 ,750 50 


By Gross Profit b/d 
By Discount 


45,395*50 


2,850*00 

11*00 


2,861.00 


2,861-00 


lEET OF SHRI ANIL KUMAR 
As on 3Ist March, 1980 


Liabilities 


Amount 

Sundry Creditors 


Rs. 

6,200 

Capital 

5,000.00 


AiU : Net Profit 

1,750.00 


Zess : Drawings 

6,750*50 
300 00 

6,450*50 

I 


Assets Amount 


Rs. 

Cash in band 7*50 

Cash at Bank 473 

Sundry Debtors 6,790 

Closing Stock 5,380 


f 


1 

« 

1 





4 
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Adjastments 

Ihe trader first of all enters his transactions in the books of 
original entry, then prepares ledger to know his combined effect and* 
then prepares Trial Balance to test the accuracy of the ledger' 
posting. With the help of Trial Balance he prepares Final Accounts. 
To find out ^e net profit or loss of the business it is necessary to 
take all the adjustments into consioeration. For example, if an ex- 
pense belongs to the current year but part of it has been paid in the- 
nexi year ii sfioulo be recorded in the accounts of the Current Year 
otherwise the net profit or net loss of the current year will not be 
correct. 

Objects of Adjustment. The following are the objects of 
making adjustments : — 

0*) To . account for all the expenses pertaining to the current 
years. The purpose is to adjust all such expenses that have been 
incurred but not paid , viz., ex penses outsta nding and also such ex- 
penses which have^^en paid in advance for the coming months or' 
year, viz., prepaid expenses. The outstanding expe nses ar c added to- 
the expenses paid in the P. and CZAjc and shown asTTabifities in tho 
balance Sheet, ihe'pfe^id’expenses arc deducted from the expenses 
in the P. and L. A/c and shown as assets in the Balance Sheet. 

(I'O To account for all the incomes pertaining to the current 
year, the purpose is to adjust all such incomes which have ac^ed 
during this year but have actually not been received of it has 
been received but is actually for the future period of activity. 

(in) Providing for depreciation and reserves to arrive at net 
profit, the purpose is to make provision for the ww and tear of 
fixed assets and reserves for unforeseen losses which might accrue. 
Examples arc depreciation on assets, interest on capital, reserves 

for bad debts and other contingencies. 

The following arc the adjustments usually made by a. 

trader;— ^ 

1. Closing Stock- Closing Stock has already been disemssed 
in detail in the previous pages. It is recorded on the wdit side of 
the Trading A/c and on As sets_s ide of the Balance Sheet. 

outside the Trial Balance. . t.g 

^ Ontstan^g Expenses— These are 
should have been paid before the preparation of Final ACCOTntt 

have not becn^aid. For example, the trader 5 

months: rent instead of full_one^r. Itmeans ^jnonths renUs 
ouUtanding, following adjusting~enffy will be passed 

Rent A/c 

To Rent Outstanding A/c 


(For rent outstanding for 7 months) 



this amount will be added in Rent A/c in the Profit and Loss, 
showfraa a Uability in the Balance Sheet. 





5^NrtFroat 

Reserve for 


Insurance Ouistanding 


10455.00 

1492.50 


2,100.00 

52.50 


Amount 


Rs. 


12.547.50 

3,05p.0U 


» r 


2,047.50 

20.00 




/ 



Buildings 
Less D^rcciation 
■ @Z%' 

Ma'cliio^iy 

Less Depreciation 
@5% 

Horses and Carts 
Less Dep. @ 1\% 

Closing Stock 
Sundry Debtors 
Less Bad debts 



1.500 
75 

50000 

37.50 


3,900.00 


1,425.00 


3,250 

150 


462.50 
16,075 00 


4 r : ♦ 


m - 

.r.T , 

X 




Less Reserve for 
discount 

Rent and Rates Prepaid 
Cash at Bank 
Cash in band 


3.100 
77 5C 




s. 


17,665.00 


3,022.50 

30.00 
2.725.00 

25.00 


17,665.00 



^ork Sheet and Adjusted Trial Balance 

While preparing the final accounts, the expenses outstanding, - 
nreoaid expenses, deprcaiation, interest on capital etc. are to be ad- 
fustS Adjustment entries are passed in the Journal and then posted 
Info ledser.' As a result thereof, some new accounts are opened and 

Re balances of some of the existing accounts in Trial Balan^ 

Sso get chaeged. A new Trial^alance isP^pared with the chang^ 
balances and having the new accounts. This is called Adjusted Trial 
Balance, This work of adjusting the balances in respect of adjust- 
ment entries is done on a rough paper, which is cal ed worA: 

This is done before passing the closing entries. accounts arc 

thCT drawn up after compiling the adjusted trial balance. 

Ejects and Advantages of Work sheet 

The preparation o worksheet and adjusted trial balanco 
makes the work of drawing up final accounts much easier, quicker 
and more accurate. It should remembered that the accounts in the 
odiusted trial balance should be shown only once. That redoes the 
Wssibilities ofcommitting mistal«-s. Under this system, neither the 
is duplicated nor there is any possibility of any account being 
left over. That is why. preparation of work sheet is considered to 
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be tbe best method to avoid mistakes. For one, who knows and 
recognises the items of the final accounts, this makes the matter 
much easier. The advantages of preparing a work sheet are the 
following ; 

(0 It reduces the possibilities of mistakes. 

(ii) It saves time while preparing final accounts. 

(tii) It helps in preparation of Adjusted Trial Balance. 

(jv) It helps in passing the closing entries. 

(v) It is easier to prepare final accounts with its help. 

The following illustration will give an idea of the method of 
its preparation'. 


niostration 9-11 - 

From the following balances and additional information you 
are required to prepare work-sheet and adjusted Trial Balance. 


Ram*s Capital 

Debtors 

Drawings 

Machinery 

Creditors 

Wages 

Purchase 


2.000 

Stock (1-1-80) 

400 

540 

Cash at Ban k 

300 

180 

Carriage 

30 

700 

Sundry Expenses 

40 

280 

Rent 

90 

1.000 

1,900 

Sales 

2,900 


Adjustment — (1) Closing Stock Rs. 120 (2) Outstanding Rent Rs. 10 
(3) Wages Prepaid Rs. 40; (4) Depreciation on Machinery @ 10%., 


WORK SHEET 


Items 


Capita] 

Debtors 

Drawings 

Machinery 

Creditors 

Wages 

Purchases 

Stock (1-l-hO) 

Cash at Bank 

Carriage 

Sund y Expanses 

Rent 

Sales 

Closing Stock 
Outstanding Rent 
Wages Prepaia 
Depreciation on 
Machinery 


Trial Balance 


Dr 

Rs. 


.540 

180 

700 

1,0C0 

1,900 


III* 


300 

30 

40 

90 


Cr 

Rs 


2,000 


280 


2,900 


Adjustment 


Dr. 

Rs. 


10 ( 2 ) 
120 ( 1 ) 
40 ( 3 ) 
70 ( 4 ) 


Cr. 

Rs. 


70 ( 4 ) 

40 ( 3 ) 

120 ( 1 ) 


10 ( 2 ) 


Adjusted 
Trial Balance 
Dr. Cr, 

Rs. Rs. 


540 

180 

630 

960 

1,780 

400 

300 

30 

40 

100 

120 

40 

70 


n 


2,coa 


280 


2,900 
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1. Preoaring the Worksheet 

5(eps M ^ V from the illustration above, that there are 

It vull be obsw nanjes of the 

three columns ^ oolumn is used for writing the balances of the 
accounts- ^he second the figures of ad justment are written 

trial balanw. in adjusted trial balance. These 

out. are divided into two parts. One for the debit balances 

three TOlumn^s^are^a^ The procedure for preparing the 

sheet i i as under ; 

First the names of all the accounts with its debit and credit 
balanLs are written out. It is the form of the original 

trial balance. 


/m Journal entries are then passed for all the necessary 
^ ^ adiustments. Debit and credit balances of these journal 
entries are written against the relevant accounts. It is 
also possible that some new accounts are to be opened 
because of the adjustments. The names of these accounts 
are also to be menti med in the first column, and the 
debit or credit balance (as the case may be) is written 
against them. As for example. Depreciation account will 
be a debit balance and outstanding rent a credit balance. 
The entry for outstanding rent will be : 

Rent A/c 

To Rent outstanding A/c. 

Now Rent A/c is already available in the original trial 
4 . tonr-i* Therefore, under adjustment column, the amount will be 
' on debit side against rent account. There is no Rent out- 
standing account in the original trial balance. Thus the name of 
tSs new account will be written and the amount on the credit side 

against this account. 

After writing out all the amounts of the adjustment 
^ ^ entries, the balances of the original trial balance and 
those of the adjustment are brought to the column of 
Adjusted Trial Balance. While doing so the debit amount 
under adjustment is added, if the original balance happens 
to be a debit balance. If the balance is a credit balance, 
the same is deducted from it. It is put under Adjusted 
trial balance column. The new accounts are shown as 

they are. 

(iv) While preparing final accounts, the information regarding 
adjustments are not cared for. The fidal figures of the 
adjusted trial balance are shown at one place in the final 

accounts. 

MANUFACTURING ACCOUNT 

Those traders who a.re busy in the manufacturing, they want to 
know the cost of production of the goods produced. This cannot be 
xcvealed through Trading Account because (i) Trading Account 
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includes the opening and closing stock of the finished goods only, and 
(//) it does not include expenses like repair and depreciation of 
machinery etc. So, it becomes necessary for the manufacturing 
traders that they should prepare a separate account to find out the 
cost of production. For this purpose a Manufacturing Account is 
prepared to show the actual cost of production oC^goods produced 
during a certain period. 

Main Points in Connection with Manufacturing Account 

Items — Following items are included in the Manufacturing 
Account : 

0*) Raw Materials Consumed — For the purpose of this^ 
account the purchases, opening and closing stock of the raw 
materials are not shown separately but as follows: 

To Opening stock of Raw Materials 

+ Purchases of Raw Materials 

— Purchases Returns ...... 


— Closing Stock of Raw Materials 

—Raw Materials consumed 


(ii) Direct Expenses— Those wages and expenses that are 
directly spent in the process of manufacturing are included. 

Prime cost=Material consumed-h Direct Expenses. 

(//7) Factory Expenses or Factory overhead charges or 
Indirect Expenses of mannfactore— Following expenses in regard 
to factory are shown in Manufacturing A/c. 

Works power. Factory Rent & Rates, Factory Lighting, De- 
preciation on machinery used in factory. Works internal transport. 
Works Manager’s salary. Salaries of Factory Workers, Wages of 
Coolies, Proportion of cost of experiment. Factory Insurance. 

Expenses of Salaries, Insurance, Depreciation etc., are shown 
in this account only if it is clearly indicated in the question Other- 
wise these will appear in the P. & L. A/c. 

(iv) Semi-finished goods or Work in-progress — At the end 
of the year those units which are not complete and some work 
has been done on them are called Semi-finished goods. These are tho 
Assets of the business and they should be valued. Proportionate cost 
of the goods and aiso proportionate expenses should be included 
while valuing it. For example, Rs. 40,000 were paid for wages in a 
year, and other direct expenses were Rs. 24,000. Thus direct 
expenses are 60% of the total wages paid. This percentage should 
be taken into consideration while valuing the semi-finished goods. 
If at the end of the }ear the material worth Rs. 10,000 has been 
used in the semi-finished goods and Rs. 6,000 have been paid for 
wages, it will be valued as under: 


Material 

10,000 

Wages 

6,000 

Manufacturing Exp. (60% of wages) 

3,600 

f 

19,600 
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Opening Stock of the crosin^Stock^on^e Credit side. 

SS goods are not 

shown^tajhe shown on the credit side 

°^%fsak of Sci“a|^lf 'scrap is sold then it is shown on tho 

credit side^lo^ing ^ nfffcrence of Debit and Credit 

Sides"'2fr of production and it 

rflf ^ ^hf jai^^of 

be found out by dividing ‘he total cost by th^^^^ ^ j, 

and^ tre^Sl p^oduce^d are 4.000. The cost per 

A/c two- 

Tbere are following points of difference betwwn tne 

CosI'loITm! ^'UcS^A/e i° prepared to Sad out the eo.t 

onb/SSg - A,e. tr...f»ed « gd« 

Loss A /c while the balance of Manufactunng A/c is transferred to 

Trading A/^c^les of gcrap is not shown in the Trading A/c but It is 

fthown on the credit side of Manufacturing A/c. 

(fv) Stock of finished goods and its cost is ^ • 

Trading A/c while in Manufacturing Ale we wite the stock and 

purchase of raw material and semi-finished goods. x>ra«ii- 

(v) Trading A/c is a part of Profit and Loss A/c while Manu 

facturing A/c is a part of Trading A/c. ^ 

Form of Mannfactnrirg Account 

manufacturing acconnt 

(Showing Cost of Production) 


Rs. 


To Stock — 

Raw Materials 
Partly manufactured 
To purchases of Raw 
Materials 

To Carriage Inward on 
Raw Materials 
To Direct or productive 
Wages 

To Factory Insurance 
Coal, and Coke 
To Lighting and Heating 
To Motive Power 
To Rent and Taxes 
To Repairs to Plant & 

To Factory Building 
To Depreciation on Plant 


By Stock in hand 
Raw Materials 
Partly Manufactured 
Goods 

By Cost of Production 
during the period 
transferred to Trad 
Account 


Rs. 
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TRADING ACCOUNT 


(Showing Gross Profit including Profit on Production) 



9f 


To Stock — 

(Finished Production) 
Cost of Production 
transferred from 
Manufacturing 
Account 

Parcliases of Finished 
Products 
Less : Returns 
To Carriage Inward there- 
on 

Gross Profit 


9f 


9t 



By Sales 

Less : Returns 
„ Stock in hand 
(Closing) 
Finished Goods 


Dlastration 9*1 2 


You are required to prepare Manufacturing and Tradins 
Account in respect of the month of March, 1980. ^ iraaing 


Stock of Raw Materials on 1st March, 1980. 

»» on 31st March, 1980 

Purchases of Raw Materials 

Work-in- Progress on 1st March, 1980 

Work-in-Progress on 31 March, 1980 

Finished Goods Stock on 1st March, 1980 

on 31st March, 1980 

Productive Wages 

Unproductive Wages 

Carriage Inward 

Rent and Taxes 

Lighting and Heating 

Depreciation and Maintenance of Plant 

Works Salaries 

Stores Expenses 

General Works Expenses 

Sales 

Sales Returns 
Sales of Scrap 
Office Rent 
Office Salaries 
Bad Debts 

Distribution Expenses 


Rs. 

60,960 

74,100 

52,152 

18,756 

20,652 

42,936 

25,380 

41.964 

1,180 

804 

1.320 

672 

6,408 

4.692 

876 

16,800 

1,80,000 

5,000 

5.0C0 

200 

500 

700 

600 



193 


manufacturing ACCOUOT 
For the month ending 3Ist March. 1980 


To Work-in-Progress 
Materials Consamed 
Stock of Raw Materials 

(1-3-80) ^.960 

Purchases 

7,13,112 

tess : Stock of Raw 

Materials (31-3-80) 74,100 

■productive Wages 
Uflproductive Wages 
Carriage Inward 
Rent and Taxes 
Lighting and Heating 
Depreciation & Maintenance 
of Plant 
Work Salaries 
Stores Expenses 
General Work Expenses 


Rs. 

18,756 


By Sale of Scrap 

By Work-in-Progress 
By cist of Finished goods 

Transferred to Trading A/c 


Rs. 
5000 
20,652 

1,06,832 


39,012 

41,964 

1,180 

804 

1,320 

672 

6,408 

4,692 

876 

16,800 


1.32,484 


1 

For the n 

■RADING 
lonth ending 

f ~ 

ACCOUNT 
r 31st March, 1980 

To Stock of Finished Goods 
To Manufacturing Account 
(Cost of Finished Goods) 
To Gross Profit 

Rs. 

42,936 

1,06.832 

50.612 

By Sales 

Less : Sales Returns 5,000 

Rs. 

1,75.C00 

1 

25,380 

) 

By Stock of Finished Goods 
(31-3-80) i 

2,00.380 

j ; 2,00,380 


For the month ending 31st March. 1980 


To Office Rent 
To Office Salaries 
To Bad Debts 
To Distribution Expenses 
To Net Profit ^ I 
Transferred to Capital A/c 


Rs. 

200 

By Gross Profit b/d 

Rs. 

50,612 

500 



700 



. 600 

1 


48,612 

1 

1 e 

1 

1 


50,612 


50,612 


Standard Questions 

1. What are Final Accounts ? Explain Trading Account, Profit 

and Loss Account and Balance Sheet- 

2. . What is a Balance Sheet ? What informaUon does it afford 7 

E.B.K. (13;XI8l-82 
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3. >Vhat purpose does a Balance Sheet serve 7 

{Delhi Senior School Certificate Exam., 2978 (C))^ 

4. What is meant by Grouping or Marshalling a Balance Sheet 7 
Mention the various wa>s in which the Balance Sheet of Busi- 
ness may be marshalled. 

5. Define fixed, floating, fictitious, liquid and wasting assets and 
give two examples of each. 

6. Bring out the points of resemblance and points of distinctioa 
between Trial Balance and Balance Sheet. 

7. What principle should be kept in view while valuing closing, 
stock ? Is there any exception to the general rule 7 

8. How do you classify Capital and Liabilities 7 

9. What are adjustments 7 Why and hew they are made while 
preparing final accounts 7 

10. Write short notes on : 

Contingent Liabilities, Direct Expenses, Indirect ' Expenses 
Nominal Assets, Bad Debts Reserve. Prepaid Expenses. 

11. What is a ‘Work Sheet’ 7 Explain in detail the method of 

preparing work sheet. 

12. What are the objects and advantages of work sheet 7 

13. Distinguish between Capital Expenditure and Revenuo 
Expenditure. 

(Delhi Senior School Certificate, Exam. 1978 (C)> 

14. Distinguish between Trial Balance and Balance Sheet. 

(Delhi Senior School Certificate, Exam! 1978 {C)> 

15. When assets are listed in order of their liquidity in a Balance 
Sheet, which should be listed first. Buildings or Cash in 
hand 7 

(D.H.S., 1977) 

16. What is the object of preparing Manufacturing Account 7 

(D.H.S., 1977) 

17. Distinguish ^tween Manufacturing and Trading Account 7 

(All India, H,S. Comptt. 1976) 

18. When liabilities are listed in order of liquidity in a Balance 
Sheet, which should be listed first Capital or Creditors. 

(Delhi Senior School Certificate, Exam. 1978) 

19. What do you mean by Work Sheet 7 What are the purposes 
of preparing work sheet 7 

(Delhi Senior School Certificate, Exam, 1979-80 Comptt.) 

20. What arc the advantages of preparing work sheet. 

(Delhi Senior School Certificate 1979 (C)) 
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3 . 


^ * 1 ,^ vpfir 1979 are Rs- 

Practical • of a proprietor for ^ at th;end 

i cn The drawings ot a capital at 

Vc nrn Profit for the year . jUg beginning. 

o.. .h= g-ss 

• • of the year was Rs. 70,000. 

.hi *'> i'slusS “r 

SiW=wl< in- •“ 

hi. ..plUi »• “J 'I'cpmp,.. . /« 7 « 
Th. folio.™ ioror-Uoo ... a. l-o- 

Rs. l.oto ; Sales returns \ rs 10 000 and Purchase 
K Mo’l'fcK.U ^'ctorng .lock ’and oo.. of good. 
s*old. {All India H.S. 1977) 

Thetollowing o'ooO°D«wings^Rs"loO^^ Ca^tal added 

d^r^nt^htTar RS Closing capital Rs. 90,000- 

Calculate Profit or Loss for the year. ^ ^ 

S. K.».r S Soo. ol»“ If';;®”™ tk'.'’’’ in’ S’w' Ite'vllnl'’ 

closing .stock thus arrived at 

Sr"! .5“ .OUIW R., 5, 00. Tho fl™ Mke. . 

Gri».’Rrofit of 30% on ..In., Asc.rl.m Iho v.lu. of otolng 
Slock on 3lst December, 1979. {Delhi HS. 1977) 

The total debtors of a merchant on 31-12-79 are Rs. 60,000, 
This amount includes Rs. 2,000 on respect of a dishonoured 

bill of Mohan. 

Mohan beconrcs insolvent and a dividend of 50% is rcceivec 
from his estate. Show how will you create a provision of 5/o 

for doubtful debts. ^ . « >-. r /070 

{Delhi Senior School Certificate Exam., 1978 (C)) 

The annual sales of a business were as under : 

Cash Sales Rs- 35,000 

Credit sales R®- 40,000 


5 . 


6 , 




The cost of the goods sold (including all direct expenses) Works 
out at Rs. 52,000. Expenses incurred on sales amounted to 
Rs. 6,700. Find out his Net profit 

(Delhi Senior School Certificate Exam. 1978 (C)) 

Prepare the Trading Account of Sandip Kumar from the 
following particulars : — 


Opening Stock 

Purchases 

Sales 

Wages 

Carriage 

Closing Stock 

Ans. Gross Profit Rs. ?,350. 


Rs. 

2,000 

2,0C0 

10,000 

5,000 

150 

1,500 


Prepare the Trading Account of Anil Kumar from the following 
Particulars for the year ending 31st December 1980 • 


Opening Stock 

Purchases 

Wages 

Carriage 

Sales 

Closing Stock 

Ads. Gross Profit Rs. 1,350. 


Rs. 

2,200 

9.000 

4.500 

140 

15,800 

1,390 


Prepare the Trading Account of Narendra Kumar from the 
fallowing balances for the year ending December, 1980 : 


Opening Stock 


Rs. 

5,800 

Purchases 

• • • 

16,000 

Sales 

••• 

30,000 

Purchases Returns 


300 

Sales Returns 

• • • 

200 

Wages 


6,500 

Carriage 

••• 

300 

XHosing Stock 


6,000 

Ads.. Gross Profit Rs. 7,500. 




Prepare the Trading Account of Rajendra Kumar from the 
following particulars for the year ending 3 1st December, 1980. 
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Bs. 
16,200 

opening Stock ... 

Purchases ... 65.360 

Sales ••• 

sales QQ 

Power ... '•* 

Factory Lighting ... IW 

Octroi ... 

Carriage Inwards 23,500 

Closing Stock ...non 

G»» Proa. RS. ia.ooo. 

I prepBt ia« >S. »a'«s ”” ■ 

following balances for tbe yea 

60,255 

Opening took __ 1,99,080 

Purchases .. 2,81,505 

Sales 1,^5S 

Returns Outwards ^ 1,875 

Returns Inwards 46.875 

Manufacturing Wages 5.175 

Carriage Inwards 100 

Coal, Gas and Water ' 30 $ 

Factory Fuel & Power 

Closing Stock 63,705 

Ans. Gross Profit Rs. 33,000. 

, 3, P,„„ .ae Pcncios W.- "a= V- 


12 . 


Kumar from the 
March 1979 : 

Rs. 

60,255 

1,99,080 

2,81.505 

1.455 

_ l.«75 

“* 46,875 

• • • 

5.175 

• •• 

100 

• • # 

305 


Capital 

Buildings 

Machinery 

Debtors 

General Expenses 
Rent paid 

Proprietor’s Drawings 
Electric Charges 
Carriage inwards 
Cash at Bank 
Returns outwards 


Rs . . 

35,000 Salaries 
18 750 Discount allowed 
9*250 Stock (1st Jan.) 
7’000 Bills Payable 
800 Sales 
3,710 Purchases 
650 Wages 
1 90 Cash in hand 
850 Sundry Creditors 
3,000 Returns Inwards 


Rs. 

1,110 

200 

16.500 
5,000 

63.500 
46,850 

2,500 
1,800 
10 .' 00 
440 


3.000 Returns Inwards 44 

ns outwards 100 ,o om 

Closing Stock Rs. lo,2it) 

AM. Cc Prefi. RS. 14,670; N.P. R, 8,660; B.l.nc Sh». 

Rs. 58,010. 


198 


14. Prepare Trading and Profit and Loss Account of Satyendra 
Kumar from the following balances on 31st December 1980 : 


Opening Stock 

••• 

Rs. 

2,700 

Purchases 

♦ a* 

8,000 

Sales 

• •• 

15,000 

Purchases Returns 


150 

Sales Returns 

• • • 

100 

Manufacturing Wages 

••• 

3.250 

Carriage Inwards 

• •• 

150 

Postage and Telegrams 

••• 

50 

Miscellaneous Expenses 

• • # 

100 

Insurance 

••• 

50 

Rent, Rates a»d Taxes 


100 

Discount (Dr.) 


50 


Closing Stock 3,0C0 

Aps. Gross Profit Rs. 3,950. Net Profit Rs. 3,600. 

13. From the following balances draw up a Trading and Profit and 
Loss Account and Balance Sheet 


P. Parikh’s 'apital 

Rs. 

20,000 

Purchases 

Rs. 

f0,000 

Bank overdraft 

5,000 

Sales 

1,29,000 

Machinery 

13,400 

Returns from customers 

LOOO 

Cash in hand 

1,000 

Relurns to customers 

LlOO 

Fixture and Fittings 

5,500 

Salaries 

9,000 

Opening Stock 

45,000 

Manufacturing Wages 

4,000 

Bills Payable 

7,000 

Commission and T.A. 

5,500 

Creditors 

40,000 

Trade Expenses 

1,500 

Debtors 

63,000 

Discount (Cr.) 

4,000 

BilU Receivable 

5,000 

Rene 

2,200 

The Closing Stock amounted to Rs. 52,000. 

Ans. G.P. Rs, 82,100 ; N.P.Rs, 67,900 ; and B.S. Rs. 1,39,900. 


16. The following Trial Balance is extracted from the books of Vir 
Bakers on 31st December, 1979. You arc required to prepare 
Trading and Profit and Loss Account for the year ended 31st 
December, 1979 and a Balance Sheet as on that date. 
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Pr. Balances 
Purchases 
Opening Stock 
Cash in band 
Gash at Bank 


Wages 

Carriage 

Repairs 

Sundry Debtors 
Office expenses 
Machinery 
Discount 
Salaries 
Buildings 


Rs. I 

6.425 

1,900 

25 

1.050 
2,840 

248 

215 

7,420 

275 

1.050 
90 

347 

5,000 

Total 26,885 


Cr. Balances 
Sales 

Sundry Creditors 
Capital 


Rs* 

11,800 

5,085 

10,000 


Total 26,885 
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A«. O.P. R.. 2.3*7. N.P. R.. 1 “d B.S. !<..= 

P,„„ the follow baloi^s p^“ii^'a IVodlW 

Messrs Rajendra Kumar Gupta and Co. 

Account, a Proat and Loss Account and a Balance S • 


Opening Stock 
Bales 

Depreciation 
Commission (Cr.) 
Insurance 
Carriage Inwards 
Furniture 
Printing Charges 
Carriage Outwards 
Capital 
Creditors 
Bills Payable 


Rs. 

1,250 

11,800 

667 

211 

380 

300 

670 

481 

200 

9,228 

1,780 

541 


Plant and Machinery 
Returns outwards 
Cash in hand 
Salaries 
Debtors 
Discount (Dr.) 

Bills Receivable 
Wages 

Returns Inwards 
Bank overdraft 
Purchases 

Petty Cash in hand 
Bad Debts 

I 


6,230 

1,380 

895 

750 

1,905 

328 

2,730 

1,589 

1,659 

4,000 

8,679 

47 

180 


18 . 


The value of stock on 31st December, 1979 was Rs. 3,700. 

Ads. G.P. Rs. 3,403, N.P. Rs. 628 and B.S. Rs. 16,177. 

From the following balances of Santosh Gupta prepare Tratog 
and Profit and Loss Account and Balance Sheet as on Jlst 

December, 1979 : — 


Bills Payable 
Land and Bu 
Opening Stoi 


Dr. 

Rs. 

4,000 

4,000 


Cr. 

Rs. 

700 




Capital 

Bills Receivable 

Purchases 

• 9 • 

1,500 

13,000 

i5,ooa 


Sales 


22,000 

Wages 


3,500 

Salaries 

••• 

570 


Rent and Taxes 


200 


Misoellaneons Expenses 

• •• 

500 


Carriage 


800 


Furniture 


300 


Cash in hand 


230 


Maclraery 


6,600 


Discount 


500 

150 

Debtors 

• • • 

3,000 

• 

Creditors 


1.000- 

Coal and Oas 

• • • 

100 

Printing 

• •• 

50 




Total 38,850 

38,850 



=sos=: = 

= s 

The stock on 31st December, 1979 was valued at Rs. 3,000. 

Ans. G.P. Rs. 3,600 

; N.P. Rs. 1,980 and B.S. Rs. 

18,680. 

19. From the following balances of Seth Tent house prepare Trad- 

mg and Profit and Loss Account and Balance Sheet 

as on 3 1st 

December 1979 : — 





Dr. 

Cr. 



' Rs. 

Rs. 

Capital 


• ♦ • 

io,oco 

Plant and Machinery 


4,000 


Furniture and Fixtures 


200 


Debtors and Creditors 


_ 2,400 

1,700 

Drawings A/c 


1,000 

Purchases 


10,500 


Wages 


5,000 


Cash in hand 


200 


Cash at Bank 


800 


Stock on 1st January, 1979 
Returns Outwards 


2,000 

500 

Rent and Taxes 


400 


Depreciation 


420 


Sales 


« 

16,800 

Manufacturing Expenses 


800 

Travelling Expenses 


100 


Sundry Expenses 


400 


Bad Debts 


150 


Printing and Stationery 


50 


Carriage 


130 



201 


Returns Inwards 
Repairs 


400 

50 


Total 29,000 


29,000 
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31st December, 1979 . uc 


Debit Balances 

Furniture and Fittmgs 

Bills Receivable 

Sundry Debtors 

Cash in hand 

Interest 

Wages 

Goodwill 

Carriage 

Salaries 

Insurance 

Opening Stock 

Audit Fee 

Law Costs 

Drawings 

Purchases 

Repairs 

Ans. G.P. Rs. 
21. From the folio v 


Rs. I 
7,700 
10,000 
76,720 
5,250 
3,400 
27,890 
25,000 
1,720 
5,000 
600 
38,500 
1,000 
710 
13,200 
61,900 


Credit Balances 
Capital 

Commission 

Sales j 

Returns Outwards 
Bank Overdraft 
Creditors 


Rs. 

) 5 , 00 (> 

9,000 

30.000 

2,57a 

10.000 
25,32a 


3 300 1 

Balance Sheet as on 31st December 

^ I ^ tvS# 


Dr. Balances 
Opening Stock 
Purchases 
Machinery 
Tools 

Legal Charges 
Bills Receivable 
Interest (Dr.) 

Office Expenses 
Travelling Expenses 
Freehold Premises 
Investments 
Furniture 
Debtors 
Printing 
Motive Power 
Wages 

Carriage Inwards 
Carriage Outwards 


Rs. I 

2.000 
2,265 
2,500 
500 1 
200 
170 
35 
50 
50 

1,100 

300 

200 

2,810 

256 

160 

600 

25 

60 


Cr. Balances 

Capital 

Creditors 

Discount 

Loan A/c 

Reserve A/c 

Sales 


Rs. 

4,283 

240 

58 

3,800 

50 

4,850 


4 
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The Closing Stock on 31st December, 1979 was valued at Rs. 
1,600, 

Ans. G.P. Rs. 1,400 ;.N.P. Rs. 807 ; B.S. Rs. 9,180. 

22 . From the following Trial Balance of Messrs Laxmi Narain & 

Sons. Prepare Trading and Profit & Loss Account for the half 

year ending 30th June, 1980 and ‘Balance Sheet as on that 
date : — 


Capital 


Dr. 

Rs. 

Cr. 

Rs. 

2,625 

Opening Stock 


750 

Purchases 


1,490 


Returns Inward 


40 


Returns Outwards 



45 

Sales 



3,810 

Duty on Imported goods 


260 


Carriage on Purchases 


140 


Carriage on Sales 

• • • 

200 


Office Salaries 


240 


Drawings 


400 

% 

Rent Paid 


180 


General Expenses 


150 


Commission earned 



200 

Bank Balance 


300 


Cash 


100 


Bills Payable 



1,500 

Sundry Debtors 


1,000 


Sundry Creditors 



770 

Buildings 

• • « 

2,000 


Machinery 

• • « 

1,000 


Bills Receivable 

* • • 

250 


Depreciation 

« • • 

200 


Horses* & Carts 


150 


Interest 


90 


Discount allowed 

• 4 • 

10 



Total 

8,950 

8^50 


Closing Stock Rs. 985. 

Ans. G.P. Rs. 2,160 ; N.P. Rs. 1,290 ; B.S. Rs. 5«785. 
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Tina! Accounts with simple Adjustments 

auf ^B/S as 

December, 1979 : 

Dr. 

Rs. 


prepay 
on 3l8t 


Cr. 

Rs. 

9,000 


Capital 

I>rawings 

Plant & Machinery 
Sundry Debtors ^ 

Sundry Creditors 

Purchases 

Wages 

Cash at Bank 

Cash in hand 

Sales 

Repairs 

Stock 

Rent 

Manufacturing Expenses 

B/P 

Bad Debts 

Carriage 

Salaries 


500 

4,500 

3,600 

9,900 

4,500 

1,000 

200 

100 

2,200 

480 

720 

250 

140 

800 


Total 28,890 


1,500 


15,800 


2.590 


28,890 



The closing stock was'valued at Rs. 1.390. ^epref 
plant and machinery 10% and interest allowed on Capital 5 /„ per 
Annum, Rs. 100 is due for repairs. 

Ans. Gross Loss Rs. 270 ; Net Loss 2,900 : Total of B.S. Rs. 
10,240. 


24. From the following Trial Balance prepare a Trading and ProRt 
and Loss i\ccount for the year ending 31st Dec., 1979 and also 
draw the Balance Sheet as on the date : 

Dr. 

Rs. Rs. 


Stock 

Purchases 

Sales 


6,000 

11,250 


16,500 



Cash in hand 


400 


Cash at Bank 


1.500 


Buildings 

• • • 

10,000 


Salaries 

• • • 

650 


B.R. 


400 


B.P. 

•• • 


500 

Sundry Debtors 


900 


Carriage and freight 


250 


Rent and Taxes 


300 


General Expenses 


275 


Discount 



75 

Insurance 


150 


Capital 



12,000 

Sundry Creditors 

• « « 


3,000 


Total 

32,075 

32,075 

Value of Stock in 

hand 

on 31st Dec., 1979 was Rs. 3,500. 

Provide for depreciation on Buildings at 5% and Interest on Capital 

at 4% per annum. 

s 




Ans. Gross Profit 

Rs. 2,500 ; Net Profit Rs. 220 

; Total of 

B.S. Rs. 16,200. 



25. From the following Trial Balance of Messrs Anand 

and Co. 

Delhi, as on December 

31, 1979 prepare Trading and Profit 

and Loss Account and a Balance Sheet : 




Rs. 

Rs. 

Capital 



36,000 

Creditors 



8,720 

B.P, 

» « • 


2,527 

Sales 

« • • 


78,182 

Loan 



12,000 

Debtors 

• • • 

3,885 


Salaries 

• • • 

4,000 


Discount 


1,000 


Postage 

• • • 

273 


Bad Debts 

• « • 

287 


Interest 

• • • 

1,295 


Insurance 

••• 

417 


Machinery 

• • « 

10,000 


Opening Stock 

• • • 

9,945 


Purchases 


62,092 



Wages 

Buildings 

Fixtures & Fittings 


• • * 
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4,300 
23,780 
16,155 

Total 1,37,429 


1,37,429 


• XX and on Buildings 5 /q- 

sToioW.* R,. .4^00. 

AOS. Gross Profit Rs. 16,145, Net Profit Rs. 5,384, Total of 
B.S. Rs. 66,431. 

ending June 30, 1980 and Balance Sheet as on that date . 


Capital Account 
Thomas’s Drawings 
Stock on 1.1.1980 
Purchases 

Freight on Purchases 
Return Inwards 
Office Salaries 
Wages. (Manufacturing) 

Rent Paid 
Trade Expenses 

Rent received from rooms sublet. 

Freehold Premises 

Machinery 

Sales 

Rama & Co’s Account 
Krishna & Co’s Account 
Dhawan & Co’s Account 
Discount (Balance) 

Cash. 

Bank Fixed Deposit 
Bank Current Account 


• •• 


Dr. 

50 

1.748 

1,280 

82 

30 

168 

200 

80 

32 

1,000 

470 


Cr. 

4.654 


30 


2.268 

200 

88 


94 

24 

328 

.000 

654 


Value of stock on 30.6.1980 was Rs. 200. Provide 10% 
spreciation on machinery and create a Bad Debts Reserve for 

s. 50. 

Ans. G.L. Rs. 872 ; N.L. Rs. 1,243 ; B.S. Rs. 3,649. 

1. From the following figures prepare Trading and Profit & Loss 
Account for the year and Balance Sheet : 
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/ 

Stock 

Dr. 

Rs, 

2,000 

Books Debts 

2,(K)0 

Plant and Machinery 

1.000 

Wages 

500 

Salaries 

200 

Land and Buildings 

3.000 

Travelling Expenses 

250 

Purchases 

10,000 

Cash 

3,050 


22,000 


Capital 

Cr* 

Rs. 

5,000 

Creditors 

1,000 

Reserves 

1,000 

Sales 

15,000 


22,000 


Stock on 3l8t December was Rs. 2,500. It was decided to 
write off 10% on Plant and Machinery and Reserve for Bad and 


Doubtful Debts 10% of Book Debts; to place Rs. 100 to bonu» 

fund for staff, place Rs. 1 ,500 to General Reserve and to carry 
the balance forward. 


* 

Ans, G. P, Rs. 5,000, N. P. Rs. 2,650 and B. S. Rs. 11,250. 

28. From the following balances and additional information yo» 
arc required to prepare ‘Work Sheet* and ^Adjusted TriaF 
Balance’ : — 


Cash 

••• 

Rs. 

2,000 

Rs. 

Debtors 


3,000 


Reserve for bad debts 



lOO 

Purchases 

• •• 

10,500 

Prepaid exprases 

• •• 

500 


Fixed Assets 

• • * 

5,000 


Capital 



9,900 

Salaries 


2,000 


Sales 

• •• 


12,000 

Creditors 

• • • 


1,000 


Adjustments : — 

(i) Closing Stock Rs. 500. 

(ii) Depreciation on Fixed Assets 1%. 

(iii) Rupees 100 are to be adjusted to Rent A/c out of prepaid 
expenses A/c. 

(iv) 1% of the sales of Rs* 2,000 is to be considered doubtihl. 

[Delhi Senior School CerHficoie Exam. 2978 (c)) 
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». D. Mowi-. A7e 


Stock on 1-1-1979 

Purchases 
Carriage Inwards 
Carriage Outwards 

Wages ^ 

Motive Power, Heating, 

and Lighting 
Printing & Stationery 
Sundry Debtors 
Furniture & Fixtures 
Investments 
Freehold Premises 
Travelling Expenses 

A . * 


Dr. Balances 

Rs. 

21.000 


21,650 

250 

600 

6,000 

1,600 

2,660 

28,100 

2,000 

4,000 

10,000 

400 


Dr. Balances 

Rs. 
650 
200 
1,800 
1,900 
25,000 


OflBce Expenses 

Interest paid on Iban 

Bills Receivable 

Legal Charges 

Plant & Machinery 

Tools _ „ , 

Cr. Balances 

Sales 

Reserve A/c 
Loan A/c 
Discount Received 
Sundry Creditors 
Capital A/c 


5.000 

48,590 

500 

38,000 

580 

2,430 

42,710 



„„ 4 . 500 . 

St^k on 31st December, 1979 was Rs. 18, 

“• a acc««.. ..d 

the Balance Sheet as on 31st Dccembe^l979. 


Capital 

Drawings 

Plant and Machinery 
Horses and Carts 
Sundry Debtors 
Sundry Creditors 
.Purchases and Slalcs 
Wages 

Cash at Bank 

Salaries 

Repairs 

Stock 

Rent 

Manufacturing Expenses 

B. P. 

Bad D^bts 
Carriage 




• •• 


• •• 


• •• 


Dr, 
Rs. 

700 

12,000 

2,600 

3.600 

2,000 

800 

2.600 
800 
190 

1,600 
450 
150 

500 
160 


Cr. 
Rs. 
).000 


2,600 

4,200 




2,350 


a ^/\ 



The following adjust 


II 
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ents are necessary: 


The Closing Stock was Rs. 1,600. Depreciate Plant and 
-Machinery 10%. Horses and Carts 15%* Allowed Interest on 
Capital at 5% p.a. ; Rs. 150 is doe for wages. Prepaid rent 
amounted to Rs. 50. 

Ans, Gross Profit Rs. 940 ; Net Loss Rs. 3,490, Total of 

B.S. Rs. 20,860 
{Delhi Senior School Certificate 1978) 


31. The Trial Balance of Messrs Chaturvedi and Sons Calcutta 
shows the following balances on 31st December, 19. ..Prepare 
from that Trading and Profit and Loss Account and Balance 

Sheet : 


Capital 

Rs. 

18,000 

Stock 

2,720 

B.P. 

4,827 

Creditors 

7,581 

Debtors 

8,100 

B.R. 

3,291 

Sales 

12,439 

Purchases 

10,492 

Returns inwards 

1,000 

Returns outwards 

1,200 

Cash in hand 

1,400 


Rs 

Cash at Bank 1 ,900 

Machinery 6,710 

Building 5,290 

Commission (Cr.) 390/ 

Insurance 119 

Postage 132 

Discount (Cr.) 627 

Salaries 1,400 

Carriage 400 

Wages 1,510 

Depreciation 600 


The following adjustments are ncccisary : 

(i) Closing Stock Rs. 7,929. 

(ii) Allow 5% interest on capital. 

(iii) Make a Reserve for Bad and Doubtful Debts at 5% on 
Debtors. 

Ans. Gross Profit Rs. 5,446 ; Net Profit Rs. 2,907 : Total of 
B.S. Rs. 54,215. 


32. From the following T.B. of Shri Vinod Kumar Chopra prepare 
Trading and . Profit and Loss Account and B S. as on 3 1st 

Dec., 1979 : ^ - 

Dr. 6:r. 


Opening Stock 

Machinery 

Furniture 

Debtors and Creditors 
Cash at Bank 
Cash in hand 
Purchases 

Discount 


1,700 

2,000 

150 

3,800 

1,820 

70 

3,000 

100 


4,500 


5,500 
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Sales 

Carriage 

Insurance 

Printing and Stationery 

Rent and Rates 

Salaries , 

Returns Inwards & Outwards 

B.R. 

B.P. 

Capital 


130 

80 

50 

no 

830 

100 

170 


Total Rs. 14,110 


200 

100 

3.810 

14,110 


2 

3. 

4 . 


33 . 


Make also the following J Furniture @ 6i%. 

'• mI® ?rov4n for B.d DobU on Debtor, nt 2i/- 
Unewired ‘f f„ „,„io and Rs. 25 

Expenses outstanding Rs iu i 
rent and rates. Stock in band R** 

A„s. Gross Profit Rs. 2.770.00 : Net Profit Rs. 1.315 

Total of Balance Sheet Rs. 9,800 
Sheet as on 31st December, 1979 : 


Stock at the beginning 

B.R. 

Purchases 

Salaries and Wages 
Insurance 
Sundry Debtors 
Carriage inwards 
Commission 
Interest on Capital 
Stationery 
Returns inwards 
Returns outwards 
Trade Expenses 
•Office Fixtures 
Cash in band 
Cash at Bank 
Rent and Taxes 

<B.B.K.(14) 81-82 


• •• 


« » • 


Rs. 

11,000 
4,500 
39,000 
2, 00 
700 
30 000 
800 
800 
700 
450 
1,300 
500 
200 
1,000 
500 
4,750 
1,100 
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Carriage outwards 

Sales 

B.P. 

Creditors 

Capital 


1.45(> 

60,000 

3,70a 

18,650 

17,900 


me stock on the 31st December, 1979 was Rs. 25.000. 

The following adjustments are necessary : 

Rs. 150 are due for rent outstanding. 

Rs. 350 ,, salaries unpaid. 

Write off the Office Fixtures by 5% and make a Reserve for Barf 
and Doubtful Debts @ 5%. iveserve tor Bad 

Ans. G P. Rs. 33,400 ; N.P. Rs. 23,450 and B.S. Rs. 64,200. 
Manofactoring Accoant 

34. From the following particulars prepare Manufaf^tnrir,® a - 

Stock of Raw Material on 1-1-80 
Work-in-Progress on M-80 
Stock of Finished Goods on 1-1-80 
Raw Materials purchased 
Manufacturing Expenses 
Factory Rent 
Manufacturing Wages 
Power 

Stock of Raw Materials 
(31-12-80) 

Work-in-Progress (31-12-80) 

Stock of Finished Goods on 

(31-12-80) 

Ans. Cost of Goods Manufactured Rs. 4,160. 

From the following particulars prepare (a) Manufacturing 
Accounts, and (b) Trading Account. 

Stock on 1-9-1979 54 q 

Raw Materials 

Work-in Progress 3 000 

Finished Goods * - 

Purchases of Raw Materiala 

Sales of Finished Goods^ 

Factor, W.je. 


500 


1,000 


1,600 

3,100 


3,000 


160 


140 


200 


60 

300 


600 


1,600 

2,500 


35. 
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Factory Expenses 
Return Inwards 
Factory Rent 

Sale of Scrap (Waste Materials) 

Manufacturing Expenses 

Return Outwards 

Stock on 31-12-79 

Raw Materials 

Work-in- Progress 

Finished Goods 


440 

300 

500 

550 

700 

400 


1.100 

1,400 

2,800 5.300 


General Manager’s Salary 

(475 to be transferred to Factory) 

Ana. Cost of Goods produced Rs. 11,130; Gross Profit 
Rs. 7,680. 
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Banking Transactions 

trade in India is as old as the 
history of human civilisation. It is a proof of the fact that banking 

in one form or the other^ Iif India 
the history of banking is available from 500 B. C. Kautilya hL also 

praised, in his book, the banking system. In ancienf times the 
hankers were called Mahajans, Seths, Marwaris etc. 

olden days the business was limited to a village or a town 
^t now It has become national and international. Tnis progress in 
business IS due to many improvements, e g., transport and communi- 
cation, division of labour and specialisation. The most important 
improvement is the establishment of banking and use of credit instru- 

SICQ tS* 

According to Raw in our dynamic society the bank performs so 
many functions that it is almost difficult to define a bank. Bank is 
an institution which deals in money and credit. The bank lends 
money which it borrows from others. It borrows at a lower rate of 
interest and lends at a higher rate. A bank includes a body of 
persons whether incorporated or not who carry on the ^ isiness of 
banks. The Indian Banking Companies Act defines a Bank ‘Accept- 
ing for the purpose of lending or investment in deposit mo’ne > from 

public repayable on demand or otherwise withdrawal bv cheoue 
drafts, order or otherwise.” ^ ^ ’ 


Bank is a German word which means ‘to collect’. Thus bank 
collects money. A most common definition of bank is, “A bank is a 
person or corporation which holds itself out to receive from the 
public deposits, repayable on demand by cheques. It is also regarded 
as a manufacturer of credit and a machine for facilitating all kinds 
of exchanges. It is a trader in money and credit.” 

Some people say that bonk is what bank does. Some other 
definitions of the bank are given below ; 

1 . A bank is a manufacturer of credit and machine for facili- 
tating exchange. White 

T Banks are institutions whose debts referred to as ‘bank 
deposits’- are commonly accepted in final settlement of 
other people’s debts. _ r, s. Sayers 

3. A bank is a person or corporation which holds itself out 

to receive from the public deposits payable on demand by 
cheque. _ Walter Leaf 

4. The real business of the banker is to obtain deposits of 

money which he may use for his own profit by lending it 
out again. -Justice Hotness 
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5 A ‘banker’ is a person or Company carrying on the busin- 
ess of receiving moneys, and collecting drafts for customers 
subject to the obligation of honouring cheques drawm 
upon them from lime to time by the customers to the 

extent of the amounts available on their current accounts. 

— Dr. D L. Hart 

Method of Opening Account in a Bank 

A person who wants to open his account with a bank wiH 
have to hrst fill up an application from. This form is available from 
the bank without any cost. He will have to give an understanding to 
the bank that he has read all the rules of the bank and that he would 
follow them. The bank usually insists on such person being introdu- 
ced by a existing customer of the bank or any other reputed 
businessman. This would enable the bank to open accounts only 
honest and established persons. The scope of fraud is thus sougM 
to be reduced. If the bank is satisfied with the information it would 
obtain the signatures of the applicant on three different cards and 
would keep them in the Autograph Book for future reference. 

In a partnership firm if all the partners are authorised to open, 
the accounts, they will have to give their specimen signatures. If 
only a few partners are entitled to sign the cheques, a declaratiOJi 
to this effect is necessary. A company will have to submit all leg^ 
papers and lesolution of the directors in which the Secretary or the 
Director is authorised to sign the cheques. Public institutions can 
open account in their names and the account will be operated by the 
secretary or the president of the institution. 

Accounts in the Bank 

Current Account ; Current Account is a suitable form of 
depodt for a businessman. It is one into which money may be 
deposited and out of which it may be drawn at any time Generally, 
bank does not allow any interest on such account but instead some 
charges are made half-yearly or yearly. Some biuks allow interest 
on current account at a very low rate. Generally, the depositor has 
to maintain a minimum balance of Rs 1 00 in this account. Some 
banks keep this limit to Rs. 300 or Rs. 500. 

When the bank accepts to open the Current account, it \NOuId 
issue the following three books to the Customer ; 

(/) Pass Book— The bank keeps an account of all the deposits 
and withdrawals of the customer in his account This record is copied 
out in a book called Pass Book. This Pass Book is a copy of custo- 
mer’s account in bank’s book. It remains with the customer and is 
presented to the bank from time to time for necessary entries. 

From time to time the traders prepare a Bank Reconciliation 
Statement to reconcile the balances of the Cash book and Pass 
Book The two balances may show a ditference because of the 
following reasons : 

(a) Cheques issued but not presented for payment. (6) Cheques 
deposited but not yet realised, (c) Interest allowed by the Bank. 

(d) Debiting the commission and bank charges by the bank. 

(e) Collection of dividends, etc. ( /) Payments on the direction of 
the customer, (g) Dishonour of cheques or bills. 




A specimen of Pass Book is given as follows : 

UNITED COMMERCIAL BANK 
Account No 


Date 


Particulars 



Carried over 


No. 


•1 

With- 

drawals 

Deposits 

Balances 

Officer’s 

Rs. 

P. 

Rs. 

P. 1 

Rs. 

P. 

Initials 


1 




1 

! 


customer who opens a current ^ cheque book to the 

forms ranging from iO to 100 ‘Contains blank cheque 

any person whfn he wanj to mIS oavment"^^ i«ae cheques to 

boc,r '=>’ 'o’;™ 6i.S'i»“K7rw 

in ^Witing Cash o, 

notes, coins. chSgc e,?' uf h '““ ’'IP 

It is signed by an biSk 

Some banks use separate slips for cash and cheques 

ntean. P"-"”»r 

has” ^t^'r^ecSitKart r “ ^ “Sn'arLr.; 

Kve h°s* would'foSof them'^He hM 

^vofth no;in?:boTthKco"nV° 

accoui? "^A^r^e^oiraTso-Irn" Sv 

guardian can open .his account in the name o7a minor ^ 

accouS ‘xhrSks^do^^oS 5% per annum on this 

than Rs. 50%*’So^t prTor ''a~S,°“ 

Form.^'^ wl'Toks^have starS ’ * Withdrawal 
account. ® book also in this 

•hose who SStM W?, , Jr some” 

invest It tor some productive purpose can deposit 
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■it in this account. Money is deposited in this account for a feed 
period and cannot be withdrawn before the expiry of that i»noa. 
The Fixed Deposit Receipt can be issued in the name of one or more 
persons. The amount will be payable to the last survivor. This 
receipt is not transferable. It cannot be endorsed. 

4. Cumulative Deposit Account : This is a new type « 

account in which money can be deposited in 

Rs. 5. 10, 20, or 40 every month. After a fixed period the amount 

is paid back together with interest. This is a good methed of saving 

for those who have small incomes. 


Cheque 

According to Indian Negotiable Instruments Act, a cheque can 
be defined as follows : 

“A cheque is an unconditional order in writing drawn by a 
customer on his bank, requesting the specified bank to pay on 
demand a certain sum of money to a person named in the cheque or 
to the bearer or to the order of a stated person.” 

Characteristics of a Pheque — On the basis of the above 
definition following characteristics of a cheque can be given ; 

(1) It is an order in writing to pay money. 

(2) It is written on a specified bank in which the trader has 
his account. 

(3) It is an unconditional order. 

(4) It should be signed by the drawer, 

(5) It is payable to the specified person, or the person ordered 
in it or to the bearer. 

(6) the customer can order the bank to nav a certain sum 

•only. 

(7) It is payable on d ^mand. 

Following points must be noted while writing a cheque — 

1. Date— First of all the date is written on the left hand side 
of the cheque. If the amount is payable on some future date that 
date should be written. Such a cheque is called Post dated cheque. 
Sometimes a cheque is back-dated also. But if the date is older 
than 6 months it is called a Stale Cheque. The bank refuses to 
make payment of such a cheque. If a cheque is not dated at all the 
bank can write the date. But generally the bank refuses to make 
payments of these cheques. 

2 Amount — Amount must be written both in figures and 
words. It must be very carefully written because if there is a slight 
difference in words and figures the bank will refuse to make Pay- 
ment. 

3. Payee's Name— The person who is* entitled to receive the 

payment is called Payee. Drawer himself can also be the payee. If 
the amount is payable to some other person, his name should be 
written and if the amount is payable to the drawer himself the word 
wir must be written. 
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4. Drawer’s Signature — The cheque should be very carefully 
signed by the drawer. The signature must correspond to the one 
given earlier as specimen signature. 

5. CoonterfoiJ — Counterfoil remains wuft the drawer for 
future reference. 

Precautions while Writing a Cheque - The language of a cheque 
is very simple and brief because the writer has simply to order the 
bank to pay a certain sum of money. However, following 
precautions are necessary : — 

(1) A cheque must not be written with pencil. It should be 
written in ink. 

(2) It must be clearly dated. A future date can also be 
written. 

« 

(3) The name of Ae payee must be clearly written. It must be 
signed by the drawer in the same manner as given in specimen 
signatures. 

(4) The amount written in words and figures must tally. The 
amount in words should end with the word *on]y’ 

(5) If there is any alteration in the cheque, it must be signed 
by the drawer. 

(6) If an order cheque is to be sent outside it must be sent 
through registered post. A crossed cheque may, however, be sent 
through ordinary post. 

(7) If the drawer wants to withdraw money for himself he must 
use the world ‘Self’ instead of the name of the payee. 

(8) The counterfoil of the cheque must be filled up and pre- 
served for future reference. 

Crossing of a Cheque 

Meaning of Crossing — A bearer cheque can be encashed by 
any body but the amount of an order cheque is paid to the person 
whose name is written in the cheque or to whom it has been endor- 
sed. As a safeguard against theft or misappropriation a cheque can 
be crossed. Two parallel lines can be drawn on the face of the 
cheque with or without some words in-between them. It is called 
crossing. Such cheques cannot be paid on the counter of the bank 
but it can be paid through some bank only, i.e. it can be deposited- 
in the payee’s acccount only. Thus crossing makes a cheque 
safe. 

Kinds of Crossing— There are following types of crossings : 

1 . General Crossing — When two parallel lines are drawn on 

the face of the cheque without some words or with some words it is 
called general crossing. The words written may be Co’, ‘A/c 
Payee only’, ‘Under Rs-.. ’, Not Negotiable’, etc. 

2. Special Crossing— When the name of some bank is also 
written in between the two lines it is called Special Crossing. In such 
a case the cheque can be deposited in that bank only whose name is 
written. This is the safest form of a cheque. 
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Cbnunon Wotds Used in Crossing 

1. & Co. — These words are used as a matter of convention 
only. T^ese words have no specific meaning. 

2. A/c Payee Only— It means that the cheque cannot be 
endorsed further and that it can be deposited in the account of the 
payee only. These words make the cheque more safe. 

3. Under Rs. — These are also words with old convention. It 
means that the amount of cheque is less than what is written in the 
parallel lines. 

4. Not Negotiable— These words indicate a warning that the 
cheques should be accepted from a person of full confidence. 

Journal Entries Regarding Banking Transactions 

1. For depositing money in the bank— 

Bank A/c Dr. 

To Cash A/c 

(For cash, cheque or draft deposited) 

2. For withdrawing cash from bank for office — 

Cash A/c Dr. 


To Bank A/c 

(For Cash withdrawn for office use) 

3. For withdrawing cash from bank for private use — 
Drawings A/c Dr. 

'To Bank A/c 

(For cash withdrawn for private use) 

making payment through cheque for goods purchased — 
Purchases A/c Dr, 

To Bank A/c 

(For goods purchased and payment made by cheque) 

5. For making payment to a creditor— 

Creditor’s Personal A/c Dr. 

To Bank A/c 


(For payment made to — by cheque) 


Bank A/c 



To Debtor’s Personal A/c 

(For cheque or draft received and deposited the same 
day into bank) 

For payment of expenses by bank — 

Expenses A/c Dj. 

To Bank A/c 

(For payment of expenses made by cheque) 
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S. 


Dr. 


10 . 

account 


For Bank charges — 

Bank Charges A/c 
To Bank A/c 

(For Bank charges debited by the Bank) 

For dishonour of cheque — 

Drawer’s Personal A/c D 

To Bank A/c 

(For cheque dishonoured) 

For sending draft and charging the same from the 


Payee’s Personal A/c 
Bank Charges A/c 
To Bank A/c 
(For Bank draft issued 
the Bank) 


Dr. 




and Bank charge debited by 


11 . 


12 . 


For depositing directly into Bank by a customer — 

Bank A/c 

To Debtor’s Personal A/c 
(For Cash deposited by him direct into Bank) 

For allowing interest on deposits — 

Bank A/c Dr. 

To Interest A/c 
(For interest allowed by Bank) 

Dfaistration 10-1 

Journalise the following transactions and prepare the Bank 
Account : 


1981 

Jan. 


1 Opened a Current Account in Delhi Bank by depo* 
siting Rs. 4,500. 

2 Gave a cheque of Rs. 200 to Ram Komar. 

5 Transferred Rs. 1,000 to Fixed Deposit Account 
8 Purchased furniture by cheque Rs. 200. 

10 Took a Loan of Rs. 1,500 from Bank which was 
transferred to Current Account. 

1 1 Bank charges Rs. 3. 

12 Withdrew for office use Rs. 1(X). 

15 Deposited in Bank Rs. 300. 

15 Interest on Bank loan Rs. 5. 
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BANK ACCOUNT (CURRENT A/C) 


Date Particulars 


,1978 
Jan. 1 

.. 10 


To C?sh A/c 

Bank 
Loan A/c 


15 „ C^h A/c 


Feb. 1 To Bal. b/d 


0 

1 

Amount 

Date 

particulars 

o 

« mm 

*0 

tb 


Rs 

p. 

1981 




4,500 

— 

Jan. 2 

By Ram 






Kumar 





, 5 

By Fixed 



1,500 , 

— 


Deposit A/c 



1 ^ ^ 


8 

By Fur. A/c 



300 

— 

. 11 

1 By Bank 






Charges 





12 

By Cash 

1 




.. 15 

By Interest 





„ 31 

By Bal. c/d 

1 



mm 



1 

4 



M a 




1 1 4,792 


1 

t 



Amount 


Rs. 

200 

i.ono 

200 

3 

100 

5 

4,792 

6,300 


P, 


Three Colamn Cash Book 

Id modem times bank renders a great service to the business- 
men. Its primary function is to deal in money and credit. The 
businessman deposits his money into bank and makes most of the 
payments through bank. Payment through bank is very safe. The 
businessman prepares a bank column in his Cash Book apart from 
cash and discount column. Thus this Cash Book is called Three 
Column Cash Book. Cash withdrawn from the bank and cash 
deposited into Bank is written in the bank column of the Thrc(> 
Column Cash book. Generally, withdrawals arc less than, deposits. 
But sometimes the businessman can overdraw also if there b prior 
arrangement with bank It is called overdraft. In such a case the 
total of the credit side of ihe Bank column of the Cash book will be 
more than that of the debit side. So on the debit side we shall write- 
“To Balance c'd’*. 

Important Points Regarding Three Column Cash Book 

Following points should be kept in mind white preparing a 
Three Column Cash Book — 

1. Cash paid into Bank — When the trader pay^cash into bank 
It affects the Cash Ajc as well as BSnk '^IcT^ Therefore, entries are 
passed on the debit side as well as on credit side. On the debit side 
we write ‘To Cash' in the particulars column and the amount is 
written in the Bank column. , On the credit side we write 'By Bank’ 
in the ‘Particulars column’ and the amount is written in the 'Cash 
column'. This transaction reduces the cash balance and increases the 
bank balance. 

2. Cash Withdrawn from Bank — When the cash is withdrawn 
from the bank it reduces the bank balance and increases the cash 
balance of the office. On the Dr. side of the Cash Book we write 
‘To Bank’. The amount goes to the 'Cash column’. On the Cr. side 
of the Cash Book wc write ‘By Cash’. The amount goes to the 'Bank 
column’. 
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entries and are indicated by the word C . 

3. Receipt of Cheque-Cheques received as *5 

deposited into bank. When the cheques are paid into bank same 

entry as for depositing cash is made. 

4 Payment by Cheque -Payments by cheque are entered on 
the credit side of the^Cash Book. The amount is written m the Bank 

5 Dishonoured Cheques- When a cheque is dishonoured it is 

entered on the Cr. side of the Cash Book and ‘J® 

the ‘Bank column". For example, cheque received from Satish ^umar 

for Rs. 1,000 was dishonoured It will be entered as By Satish 

Kumar’ with amount in the ‘Bank column . 

6. Bank Charges-The Bank charges some amount for the 

services rendered to his customers. This will be recorded as By Bank 

•Charges’ on the credit side with amount m the Bank column . 

Contra Entries 

In Three Column Cash Book there are some transactions which 
affect the cash-balance add the bank-balance. These transactions 
are recorded both on the Dr. and Cr. sides. For example cash 
withdrawing from bank for office use or depositing cash into 
bank. These transactions will be entered once on the Dr. side and 
secondly on the Cr. side. Such entries are not posted in the Ledger. 
These are indicated by the word *C’ and are called Contra 

Entries. 


Receipts 


Rulings of Three Column Cash Book 

THREE COLUMN CASH BOOK 


Payments 


Date 


Particulars 


Cb 


Dis- Cash 
count 


Bank 


Date 


Particulars 


Pu 


Dis- 

count 

1 


Cash 


Bank 


IllostratioD 10-2 

Write out the following transaction in Cash Book with 
Discount, Cash and Bank columns : 

1981 

1. /an. 1. Chandika commences business with Rs. 20,000 in 

cash. 

»* 3. He pays Rs. 19,000 into Bank current account. 

»* ,4. He received cheque for Rs. 600 from Kirti & Co. 

on account. 
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4. „ 7 He pays into bank Kirti & Co.’s cheque for Rs. 600.. 

5. ,, 10 He pa^ Rattan & Co. by cheque Rs; 330 and is allo- 

wed discount Rs. 20. 

6. 12 Tripathi & Co. pays into his Bank Account Rs. 475. 

7. „ 15 He receives cheque for Rsi 450 from Wars! and a]lo<*- 

wed him discount Rs. 35. 

S. * ' „ 20 He receives cash Rs. 75 and cheque for Rs. 100 for 

cash sales. 

9. ,, 25 He pays into Bank Rs. 1,000. 

10. „ 27 He pays by ch^ue for cash purcGases Rs. 275. 

11. „ 30 He pays sundry expenses in cash Rs. 50. 

12. „ 30 He pays John & Co. Rs. 375 in cash and is allowed! 

discount Rs. 35. ^ 

13. ,, 31 He pays office rent by cheque Rs, 200. 

14. „ 31 He pays staff sala^es by cheque Rs. 300. 

15. ,,31 He draws a cheque for private use Rs. 250. 

16. ,,31 He drew a cheque for office use for Rs. 400. 

17. „ 31 He pays cash for stationery Rs. 25. 

18. „ 31 He purchased goods for cash Rs. 125, 

19. „ 31 He pays Jaspal by cheque for commission Rs. 300. 

20. „ 31 He ^ves cheque to Ram Saran for cash purchases of 

furniture for office Rs. 1,575. 

21. „ 31 He deceives cheque for commission Rs. 500 firom^ 

Raghubir & Co. ; and pays the same into Banki 

31 He receives cheque from Kesri & Co. for Rs. 450. 


22 . 



•Solotloii 

Heeeipts CASH BOOK WITH DISCOUNT, CASH AND BANK OOLUUN Poymenta 
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Discountl 

Rs. 

• 

35 

1 


1 

*n fl 

<o 1 

> 

# 

th 

• 

\ 

g § g g 

• 

* 

• 

Patticulars 

To Capital A/c 

To Cash A/c 

-V 

To Kirti & Co. 

To Cash A/c 

# 

To Tripaihi & 

Co., 

• 

To Wars! 

To Goods A/c ■ 

To Cash A/c 

L ^ 

5 § 

u e 8 

fi a 

H ^ 

\ 


§§ t : s ! s ’s s . ^ 






Note 1. Kirti & Co ’s cheque for Rs. 600 was paid into ban!; 
•on 7tb January. It was received on 4th January and we credited 
Kirti & Co. on the same day. Thus this cheque Is like a cash for 
08 . We have debited ‘Bank A/c’ and credited ‘Cash A/c*. So this 
is a contra en^. 

2. On 31st January Jaspal has been allowed a commission. 
This is a business expense. Therefore, Commission A/c has been 
debited instead of Jaspal's A/c. 

3. On 31st January Furniture has been purchased for office 
Trom Ram Saran for cash. Here Cash A/c will be credited and not 
Ram Saran’s A/c 

4. Discount column is not balanced but totalled. 

5. Cheque received from a customer is enterej in the cash 

column. 


HlostratiOD 10-3 

Prepare a Cash Book from the following transactions : — 


1981 Rs. 

Jan. 1 Cash in band 474 

„ 1 Cash at Bank 1?,186 

„ 3 Received from B. Chaturvedi 1,180 

and allowed him discount 20 

Cash Sales 268 


9 

I 

9 

9 

i 

f 

9 

« A 




5 Paid for travelling expenses 

7 Cash Purchases 

8 Paid to Anil Kumar by cheque 

9 Stationery purchased 

10 Goods sold for cash 

1 1 Rent paid in cash 

12 Withdrawn from Bank for office 

12 A Bill payable paid by cheque 
Paid Lai Chand by cheque 
and he allowed us discount 

13 Received from Ram Kun ar by cheque 
and allowed him discount and sent it 
to Bank 

Cash Sales 
Paid into Bank 

Purchased a Building and paid by cheque 

14 Received a cheque from Lai Chand 
and allowed him discount and sent it 
to Bank 

Cash Sales 


400 

120 

600 

12 

224 

100 

4*10 

320 

1,168 

32 

388 

12 

424 

2,000 

5,600 

582 

IS 

594 


15 Received a notice from the Bank 
that a bin has been collected 
„ 1 6 Bank notifies that Lai Chand’s cheque 
(sent to Bank on I4th January) 
bas been dishonoured 
„ 18 Paid Charity 
31, Paid into Bank 




S82 

144 

600 


4 




B.B.K.(1S)XI 


Feb. 1 To Balance b/d 
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Note 1. Discount allowed by Lai Chand will be credited on 
dishonour of his dieque. 

2. On ISth a notice of Collection of Bill has been received 
fromBank. We had debited "Bank A/c for Collection of the Bill*^ 
and credited "Bills Receivable A/c’. On receipt of the notice of 
Collection *Bank A/c for Collection of Bill’ will be credited. 

Standard QuestionB 

1. What is Bank Column Cash Book ? Why is it prepared ? 

2. Ko^ is Bank Column Cash Book prepared ? 

3« Define Bank. Discuss the functions of a Bank in detail. 

4 . Define cheque 7 What are its essentials. What particulars 
are filled on it ? 


Practical 

1. Compile a Bank Column Cash Book from the following, 
transactions : 



1980 


1 

Rs. 

June 

1 

Cash Balance 

500 

9f 

1 

Bank Balance 

1,75a 

ft 

5 

Cash Received from sale of shares 

5,500 

at 

6 

Paid into Bank 

5,000 

St 

7 

Paid S. Bose by cheque 

1,250' 


9 

Paid Wages in Cash 

300 

A * 

10 

Received from A. Mukerji by cheque 


Ww 


and sent to Bank 

600 

99 

21 

Drawn from Bank 

500 

99 

29 

Paid Office salaries in Cash 

400 

99 

30 

Sold goods for Cash and banked 
the same 

800 

99 

30 

Paid Rent by cheque 

lOO 

ft 

30 

Paid into Bank 

750 

Am. 

Cash in hand Rs. 50 



Cash at Bank Rs. 7,050. 

Write out the following transactions in Cash Book with Dis 
count, Cash and Bank columns of Shri Ram Kumar. 


1980 

July 1 Cash in hand Rs. 7.000 and Cash at Bank Rs. 10,00 

3 Cash received from Harish Gupta Rs. 2,000 and 
allowed him discount Rs. 60. 

6 Received cheque from Usha Gupta Rs. 600* 
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1980 

July 


13 


Paid Shyam Lai * Su5 fo^ Rs. 350. 

in full settlement of heir ace ^ 


$9 


99 


99 


99 


in full settlement o. 500 with Dena 

Discount bin cTrS Account With Rs. 2,400. 

Drew for private expenses by cheq^ Rs-JO. 
Deposited Usha Gupta’s cheque into Bank. 

Drew for office use RS. 150 by cheque. 

^r "r by Cheque for commission 

•“ ““ 

into Bank. 

paid R.«t by Cteq»= ^ ^ 

A customer pays into our BanK a 
C ash in hand Rs. 9, 135. 

Cash at Bank Rc. 12,570. _ o, 150 

Debit Total of discount column Rs. 1^^- 

. JrotUiNO 

3. ENTERJHEFOLLOWilN 


15 

18 

20 

21 

22 

24 

26 


99 


99 


30 

31 


Ans. 


1981 
Jao. 1 
2 


9» 


9 $ 

99 



the Punjab National 

B31lic 

Bought goods 

Received cheque from Rama 
Allowed him discount 
Sold goot s for cash 
Paid into P.N. 

Cheque 

paid Shyam by cheque 

Discount allowed 

Paid Carriage by cheque 
Drew from Bank Cash for office 

paid wages by cheque 


Rs. 30 
Rs. 200 


^iooo 

8,000 

150 

20n 

10 

48 


230 

345 

5 

180 

200 

60 


Ans. Cash in hand Rs. 12.210 
Cash at Bank Rs. 7,295 
Prepare Cash Book with discount, Cash and Bank Column from 
the following particulars : 

1 C.sb in band Rs. 3.000 and cash at Baok 

2 Ra^ivad Cash front C. Lai & Co. Rs. 2.000 

3 Deposited into Bank Rs. 3,500. 


99 
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1980 


July 14 


15 


18 


20 

ft 

23 

ft 

24 

ft 

26 

ft 

27 

t* 

28 

ft 

29 

ft 

30 

ft 

31 


Ass. 


Paid to Ramesh Gupta by cheque Rs. 530, 
in full settlement of his account for Rs. 550. 

Received for Cash sales by cheque Rs. 300. 
Drew for office use Rs. 20"^. 

Deposited a cheque of Rs. 30C into Bank. 

Drew a cheque of Rs. 200 for personal use. 

Paid by cheque for office stationery Rs. 100. 

Paid Cash for Freight Rs. 35. 

Received from Rajendra Gupta & Co. Rs. 725. 
in full settlement of their account for Rs. 800. 

Paid Rent by cheque Rs 50. 

Paid Salaries by cheque Rs. 200. 

Paid to Gian Kumar by cheque Rs. 530 in 
full settlement of their account for Rs. 600- 

Cash sales Rs 500. 


Cash in hand Rs. 2,890. 
Cash at Bank Rs. 13,990 


Debit Total of Discount column Rs. 75. 
Credit Total of Discount column Rs. 90. 



Complete a Bank Column Cash Book from particulars given 
below : 



1980 


Rs. 

Jan. 

1 

Mr. Nem Chand Gupta commenced 
business with cash 

15,000 

tt 

2 

Opened current account and deposited 

10,000 

ft 

3 

Bought goods and paid for them by cheque 

SflOfi 

tt 

4 

Received from Mangat Rai a cheque 

970 



Allowed him discount 

30 

ft 

10 

Bank Charges 

15 

tt 

16 

Paid rent for the month by cheque 

75 

tt 

20 

Received a cheque from Mr. Yog Raj and 
paid it into Bank on the same day 

2,000 

tt 

26 

Drew from Bank Cash for office 

1,000 

ft 

28 

Paid cash for trade expenses 

80 

ft 

29 

Paid Vijay Kumar by cheque 

290 



Discount allowed by him 

10 

ft 

31 

Drew from bank cash for private expenses 

100 

ft 

31 

Interest collected by bank 

30 

Ans. 

Cash Balance Rs. 6,890 and Bank Balance Rs. 

5,550. 


Dr. Total of Discount Column Rs. 30. 


Cr. Total of Discount Column Rs. 10. 
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C««pil. ^ "" 

actions : 

1980 


Jan. ^ 








♦ > 




9f 


9^ 


9 > 


99 


99 


99 


99 


99 


99 


99 


99 


99 


99 


99 


4 

5 


7 

8 


Yog Raj Monga commenced business with cash 

Rs 20 . 000 . 

Deposited into Bank Rs 10, Of 0. 

Sold goods to Prem Chandra for Rs. 600 and recei- 
ved cheque. 

Paid into Bank cheque for Rs. 600. 

sldesb Kumar by cbrqu. Ra. « .»d d.scoubt 

allowed by him Re. 1 • , -j Uv 

Bought goods from Roshan Lai and paid him by 

cheque Rs 560 
Paid cash for postage Rs 30. 

Bought furniture and paid the same day by chequ 

Sold ioods for cheque Rs 1,600 and paid it int > the 
Bank same day. - 

Received from Virendra Kumar Chopra a cheque fo 

Rc 725 and discount alIo^*-cd Ks o 
Received from Iqbal Smgh a cheque for Rs 400. 

Paid into the Bank cash Rs. 60 and cheque tor Rs. 

725 

p. id travelling expen es by cheque for Rs. 160. 

Virendra Kumar Chorrra’s cheque returiied dishon- 
oured by Bank for Rs. 725 and discounting charges 

Rs 5. 

Paid Harish Kumar Gupta cash Rs. 560. 

Drew from Bank, cash for office Rs. 400. 

Received from Lai Chand a cheque for Rs 6U0. 

Endorsed a cheque received from Lai Chand in 
favour of Ram. 

Bank charges as per Pass Book Rs. 7. 

Paid cash for Rent Rs. 140. 

Ads* Cash in hand Rs. 9,470. 

Cash at Bank Rs. 11.414. 

Debit Total of discount Column Rs. 5. 

Credit ,, >> »» >f Rs. 6. 


12 

13 

15 

16 
21 


22 

23 

24 

25 

31 

31 




Bank Reconciliation Statement 


Generally businessmen open a Current Account in a bank, and 
maintain a Three Colunn Cash Book in their office. A bank column 
18 also prepared apart from amount column in this book. When the 
amount is deposited into bank or withdrawn from bank it is recorded 
io the bank column of the Cash Book. When the businessman 
deposits cash into bank it increases his assets (Bank Ba^nce) and 
according to fheiSccounting equation, increase in asset is debited. 
Therefore the businessman will record this transaction in the bank 
column of the debit side of the Cash Boo k. But when the bUSifie^' 
ni8m"wIfHaraw?^^ from the bank Tiis assets are decreased and 
decrease in ^sset is credited. Therefore, he will record this transa^ 
lion in the bank column on the credit si dejtfihc Cash Bo^ k. Simi- 
larly, when cash is deposited into bahkuincreast s Till! liamlity of the 
bank and according to the accounting equation increase in liability 
is credited Therefore, the bank will credit the businessman’s account 
with this amount. When the bank makes payment of the business- 
man’s cheques it decreases the bank’s liability and decrease in the 
liability is debited. Therefore the bank will debit the businessman’s 
account with this amount. The bank maintains the businessman’s 
account in its ledger and its copy is recorded in the Pass Book and 
ffiven to the customer. Sometimes it so happens, that balance of 
the bank column of the Cash Book does not show the same balance 
as that shown by Pass Book. Both these balances may he wnecU 
vet may show a difference. In order to tally the balance of the bwc 
^lumn of the Cash Book with that of the Pass Book a statement is 

prepared. 

The statement that is prepared for reconciling the balances of 
Cash Book and Pass Book is called a Bank Reconciliation Statement. 
The difference between these two balances may be because of the 


following reasons : 

1 Cheques Issued but not presented for payment — When the 

businessman makes payment through a cheque he enters it on tne 

credit side of hk Cash Book on the same day. It reduces the balanre 
firTuTCasTBook. the bank will not debit 

between the two balances continues till such cheque? are presented 


for payment. 

2 Cheoues sent for Collection but not collected by the 
The businessman sends all those cheques to of W* 

iceives from other parties and enters 

Snl: column of hifSh Book. The bank will not make any entry 
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i„ to b.sintoo.«-s. A/e mles. ^ .fth ”SS«»JS 

the t'VO balances. 


3. Credits made by Bank for *"*®J®®*ued®bythe^ businessman 

iSil” ' rrSSd in the 

Cash Book. 


D00K« ^ a ft! Oft 

4. Debits made by the Bank his^ customers 

find other charges -The b^k also discounts the cheques, 

and charges for these sewces. The banK m commis- 

hnndies and bills the cuTtomer's account with bank 

comn.ls.ioo or book. So to wo 

entry unless he * 

balances show a 




5. Payments made by the Bank the*™ank to make 

Pavabl^<ctc. — Sometimes the businessman o - — bank 

S£”r”,to to b»“ -Sin. is don. .b”. wo b,i«.to shorn . 

difference. 


IS Collection made by the bank— Diridend, 

ttrirun? Xr?£*erusSe‘Js1o^: r W\eSng the 

£ttoat“n. The customer’s balance in the bank increases but the 
Cash Book balance remains the same. 


7. Dishonour of BiUs or Cheques— When the businessmM 
the bills or cheques to the bank for realisation, he enters them 
rfhe deSt side of his Cash Book and thus increases the balance 

But the Bank docs not make any entry in the customer ® ^ 

these are dishonoured. This is another cause of difference between 

(he two balances. 


8 Interest charged on Overdraft by the baiA— When tb© 
businessman withdraws more than his deposits, it is called overdratt. 
The bank gives the facility only to those customers who operate a 
Current Account. The bank charges interest on this overdraft. This 
reduces the businessman’s balance in the bank’s ledger but the busi- 
nessman’s Cash Book is not affected because the businessman enters 
it only when he receives the intimation from the bank. 


9. Cheques paid into Bank but omitted to be entered in Cash 
Book— Sometimes the businessman deposits a cheque into the bank 
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but forgets to enter the same in Cash Book. This also causes a 
difference between the two balances. 

10. Cheques issued and payment received by the Payee but the 
issue of cheques being omitted to be entered in the Cash Book— 
Sometimes cheques are issued but not entered in cash book. The 
payee gets them cashed from the bank. This also causes a difference 
in the two balances. 

11. Any wrong entry on the debit side of the Pass Book 
—When the bank enters a wrong amount on the debit side of the 
Pass Book then the balances of the Cash Book and the Pass Book 
will differ. 

12. Any wrong entry on the credit aide of the Pass Book — 
Similarly any wrong entry on the credit side of the Pass Book will 
also cause difference between the two balances. 

13. Rebate on retiring of bills — Sometimes the businessman 
makes payment of his Bills Payable before maturity if he can 
arrange for the funds. He is allowed a rebate on such payments by 
the bank. The bank credits the businessman's account with this 
rebate. It also causes a difference between the two balances 

Methods of Preparing Bank Reconciliation Statement 

There are two methods of preparing Bank Reconciliation 
Statement : 

1. Start with the Cash Book Balance— According to this 
method Bank Reconciliation Statement is prepared from the Cash 
Book Balance and the Pass Book Balance is arrived at. 

2. Start with the Pass Book Balance — According to this 
method B.mk Heconciliation Statement is prepared from the Pass 
Book Balance and the Cash Book Balance is arrived at. 

Preparing Bank Reconciliation Statement from the Bank Columu of 
the Cash Book 

the businessman prepares , the Bank Reconciliation 
Statement from the Cash Book Balance then he will have to see to 
the causes that increase or decrease the balance. We shall discuss 
these causes separately. 

1. Cheques issued but not yet presented for payment— When 
the businessman issues cheques he enters them on the credit side of 
his Cash Book. It reduces the balance of the bank column. But the 
j Pass Book balance is not reduced unless these cheques are paid for 
1 by the bank. Thus the Cash Book balance is reduced and the Pass 
Book balance remains the same. Therefore, in order to tally 
balances such cheques as have not yet been paid for should be added 
to the balance of the Cash Book. To know the amount of cheques 
unpaid, these cheques should be tick-marked (\/) Ihat have been 
entered into both the Cash Book and the Pass Book. The remaininjj 
cheques entered into Cash Book should be added up. It will show 
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the cheques unpaid, Tbi® amoun^^should^ *’the^?S+)‘colSmn. 

the b?* n®* y** '“JJf %V“reSis”a i£n ^renters 

r»^r^t ’d‘ b,f 

ffi«ShaS'.te Pass BspK- J„';, 'tinSooTd be deduct.d from .ho 
S"rcS b* 'll ”°o‘ *?h? “ . ioduce .ho cash Booh b.looc. 

r c^rmirbrr^- '<--■■ 

balance. „ , rnmmlssion Bank charges, 

4. Debits made by Jbe Bank for C m^^ the amount 

etc. — The bank debits the businessman . ,ejvices. It reduces 

ofCommlssionandBank charge^ or ren a greater balance 

the Pass Book balance. The Cash /“therefore, to reconcile 

because there is no entry for ‘b^^^.^/^^^dedu t^d from the Cash 
the two balances such charges should b 

5. Collection made by the Bank— The with^this 

on the Shares held by the but the Cash book 

amount. This increases the Pass Book bafonce b ^ tWs 

fm^nt ^ 

on behalf :?rctto”m1rs ^yabS 

of the Pass Book this amount should be deducted from t h, 

of the Cash Book. , 

7. Dishonour of Cheques or BiUs-1 f a 
ted with the bank is dishonoured, the bank 
account with this amount. It reduces ^ Pass 

the Cash Book shows a greater balance. Therefore to find out the Pa ^ 

Book balance such amounts should be deducted from the C 
balance. 

8. Cheques paid into Bank hut omitted to be entered in Cash 
Book— When the businessman deposits cheque into bank, the banK 
credits the businessman’s account with the amount of these cneques. 
But as there is no entry in the Cash ,Book it shows a lesser bamne^ 
Thus in order to find out the Pass Book balance such amounts suoulu 
be added to the Cash Book balance. 

9 . Cheques issued and payment received by the 

but issne of cheques being omitted to be entered in the Cash 
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Book-^The businessman gives cheques to his creditors. The bank, 
after making payment of these cheques, debits the businessman’s 
account, l^is reduces the Pass Book balance. Bht the Cash Book 
shows a larger balance. Therefore, in order to find out the balance 
of the Pass Book the amount of such cheques should be deducted 
from the Cash Book balance. 

10. Cheques entered on the debit side of the Cash Book but not 
sent to Bank — Such cheques as have been entered on the debit 
side of the Cash Book but not sent to bank will increase the Cash 
Book balance but the Pass Book will show a lesser balance. Therefore, 
in order to find out the Pass Book balance, the amount of the such 
cheques should be deducted from the balance of the Cash Book. 

11. Any wrong entry on the credit side of the Pass Book—Any 
wrong entry on the credit side of the Pass Book by the bank 
increases the balance. But the Cash Book balance remains les^ 
Therefore, in order to find out the Pass Book balance such amounT 
should be added to the Cash Book balance. 

12. Any wrong entry on the debit side of the Pass Book 
—Any wrong entry on the debit side of the Pass Book by the bank 
'Will reduce the balance. But the Cash Book balance will be greater 
Therefore, in order to find out the Pass Book balance such amount 
should be deducted from the Cash balance. 

13. Rebate on retiring of bill — When the businessman 
makes payment of his Bills Payable before maturity, the bank allows 
a rebate and credits the businessman’s account with this amount. 
This increases the Pass Book balance. But the Cash Book shows a 
lesser balance. Therefore, in order to find out the Pass Book balance 
such amount should be added to the Cash Book balance. 

bank reconciliation statement 

j4s • ••• 


Balance as per Cash Book 

.* (i) Cheques issued but not yet presented (or 

payment 

(/7) Interest credited by the Bank 
(jii) Dividend collected by the Bank 
(/v) Direct Deposit by Customers 

Zf^ss : 

(/) Cheques sent for collection but not yet 
collected 

(i7) Bank Charges 
(/i7) Bills dishonoured 

(/v) Payments made by the Bank for insurance 
Premium etc. 

Balance as per Pass Book 



lllaatration 11-1 

At the end of year, a merchant’s Cash Book showed a bank 
balance of Rs. 536-50. On comparing the same with the Bank Pass 
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. 60*00, Rs-39-^® 

llTe^c presented for payment ‘"j-ISrSosited by ^ wUh 

ing to Rs. 50 00 Rs^^b5 ^^bited 

Reconciliation 

credited by Bank lo 
Statement. 


Solution 


bank 


reconciliation statement 

on 



Balance as per Cash Book presented 

^ : Cheques issued^hut not yet pr 

No. 2 

B..I. W. “ 

the Cash Book 

Less: Cheques sent for coUection but not yet collected 

No. 1 

Zess : Bank Commission charged but not ented 
Balance as per Pass Book 


Rs. 

P. ] 

60 


39 

50 

15 

50 

10 

- 

50 

_ 

65r, 

— 1 

46 

— 


m 


Rs- 

P. 

536 

SO 

125 


661 

50 



50 


The above question can be ^ 5 one for plus amount 

to this method there are two "unt means that amount 

and the second for minus amount PI ^^ans that amount 

which increases balance and g^^ion will be solved in the 

which decreases the balance. The qucsiiou 
following way — 

BANK RECONCILIATION STATEMENT 


Items 


Plus Minus 


( 1 ) 

( 2 ) 

( 3 ) 

( 4 ) 

( 5 ) 

( 6 ) 
< 7 ) 


Balance as per Ca*h Book _ 

Cheques iss^ but not yet presented for payment 

IntCTest Allowed by Bank not entered m Cash 

Cheques paid into Bank but omitted to be entered 

in Cash Book , . 

Direct Cc^ections made by Bank, not entered m 

Cash Book 

ChcQUCS issued and Dishonoured but no entry 
being passed in Cash Book for Dishonour 
Anywrong entry in Cr. side of Pass Book 


+ 

+ 

+ 

+ 

+ 

+ 

- 1 - 


\ 
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( 8 ) 

( 9 ) 

( 10 ) 

(11) 

( 12 ) 

( 13 ) 

( 14 ) 

(15) 


Rebate on Retiring of a bill 
Cheques paid into Bank but not collected 
Interest and Expenses charged by Bank but not 
entered in Cash Book 

Cheques paid into Bank and dishonoured but not 
entry being passed in Cash book for dishonour 
Cheque issued and payment received by the 
payee but the issue of cheque being omitted to 
be entered in the Cash Book 
Cheques entered in the Dr. side of Cash Book 
but not sent to Bank 

Direct payments from Bank but not entered in 
Cash Book 

Any wrong entry in Dr. side of Pass Book 



BANK RECONCILIATION STATEMENT 


As on 


Items 

Plus Hems 

Minus Items 


Ks. 

Rs. 

Balance as per Cash Book 

536.50 


Add : Cheques issued but not presented 

Cheque No 1 Rs. 60 00 ; No. 2 Rs. 39*50 ; 

1 

1 


No. 3 Rs. 15-50 

115 


Add : Interest alloN^ed by the Bank 

10 


Less : Cheques sent for collect ion but not yet collect- 



ed Cheque No. 1 Rs. SO'OO ; No. 2 Rs. 65-00 


115 

Less : Bank charges 

1 

46 


661-50 

161 


ea. Es as =9 s=> s! 

1 

A 

R 

H 

II 

II 

Balance as per Pass Book 

500*50 

1 


Note 1. By debiting the Cash Book, the balance of the Cash 
Book is increased and by debiting the Pass Book, the balance of the 
Pass B^k Is reduced 

2 - When the businessman deposits in the bank, the wash Book 
shows a debit balance and the Pass Book shows a credit balance. 


3. Balawe as per Ledger A/c means Balance of the bank 

in of the Cash Book. 


Points Regarding Preparing Bank Reconciliation Statement 

While preparing Bank Reconciliation Statement it should be 
noted as to what is given and what is to be found out. If we start 
from Cash Book and want to arrive at Pass Book balan“> 
should note the items which the Bank has added in the Pass Book 
and the items which the bank has deducted from the Book. We 

should proceed accordingly 
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Tb, second d.=.!.?d of pjponog^ ?l„r ^n^b^Sp3 

Statemenl ts 10 swrf 3^^,^ is given and the Cash Book balapM 

the balance of the method is reverse of the previous 

is to be are added in the first method- are deducted in this 

Those items inai 

method and vice versa. 

bank reconciliation statement 

As on... 


-(n Cheque sent f.r collection but not yet 

' ' collected 

(ii) Bank Charges jj^Qoured 

<IS CaSafS V .aa B«k-.~n« 

pretnium etc. 


^ss 



i„ Cbee*. waad >•”> 

ilance as per Cash Book 


'““%tmthi following Reconciliation 

Statement as - ^Ist De-m ^ ^ 

On 31st DcccmDer, ^ comparison of the entries 

-showed a crc'liL® that he paid in cheques amounting 

^ith the Cash Book 979%hic^ were not credited in his 

account. He had issued presented for payment during the 

December, 1979 wnich w P respect 

month. There was a dcbU ot K 
of Bank Charges and a crcou 

account. 



Solation 
First Method 
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BANK RECONCILIATION STATEMENT 

As on December 31 ^ 1979 



Rs. 

Rs. 

Balance as per Pass Book 



Add : 



(i) Cheques sent for collection but not yet 



collected 

1,200 


(ii) Bank Charges 

25 




1,225 



12,025 

Less : 



(/) Cheques issued but not yet presented for 



payment 

1,500 


(fO Interest allowed by the Bank 

35 




1,535 

Balance as per Cash Book ' 





j 


Second Method 


The above question can be solved by the second method in the 
following way : 

bank reconciliation statement 

As on December 5/, 1979 


Particulars 


Balance as per Pass Bock 
Add : 

(i) Cheques paid in but cot yet cleared 

(ii) Bank Charges 

Less : . ^ 

(/) Cheques issued but cot yet presented for 

pa^mei t 

{ii) Interest allowed by the Back 



Minus Items 


Balance as per Cash Beck Rs. 10,4S0 


Rs. 1 

10,800 

Rs. 

1,200 


25 1 

1,500 


35 

12,025 

1,535 

» sm K 



Frepfiiatien ol Bitnk FeccnciJiation Statement by Credit 
Falance of Cash Eoek or Cverdiaft as per Cash Book 

The bank gives facility lo overdraw to those customers who 
ETC operatirg cuiient account. When the bank gives this facility he 
lakes into acccunt the fnarcial position of the customer. 

When a customer overdraws from the bank, the bank column 
of bis Cash Book will shew a oredit balance. Those tiansactions 
that affect the overdraft of the Cash Book are the following : 
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1 Cheques issued but uot presented Cash 

trader issues cheques he entera gook it is further 

Book. If there is o^erdrafun the^^.^ the bank 

due to this entry. jjjg cheques. 

does not make any entry u collected- When the 

2. Cheques sent a“k for Election, he debits his Casl^ 

Book. II reduces his over^aa^ B jhe py^draft as per Pass- 

Book will be more than th the bank debits the 

trader’s account, it ^ Jot pass any entry unless he 

cSij STsnSXtS b.o..» th. ttader l»s hp. ««.«<! a»y 

“'°'7'°°i.t..»t .h..g.d » "A. ilS.. wbu “3 

debits the trader s The trader will not make any 

creases the amount of overdran- 

entry unless intimated. ^ r*u»na«ir 

If the Cash Book shows an overdraft the pos.Uon of the Bank 
Reconciliation Statement would be as follows . 

BANK reconciliation STATEMENT 

As on 



5rf5fctque?s^^fo but no. yet collected 


99 

»» 


Less 


99 

99 

99 

99 


by the Bade 
Bank Charges 
Interest on Overdraft 


Cheques issued but not yet presented for pay 

ment , .. v 

Interest (on previous deposits) 

Dividend on investments 
Direct deposit by the customer 
Overdraft as per Pass Book 


Note 1 Interest on overdraft is charged by the bank from 
the trader It debits the trader’s account v hich increases the amount 

of overdraft. . , . , j 

2 The bank allows interest on trader s balance and thus 
credits the same. It reduces the amount of ovcrdiaft. 



• .U \ If a customer of the trader directly pays into his account 

the baoK, the bank credits tha same in the trader’s account It 
reduces the amount of overdraft. 

Illostration tl,-3 

particular's*-* * Reconciliation Statement from the following 

hv HI ^ Sank Balance shown 

but the Pass Book shows a difference due to t.' foUowi^ rehs^^^^^ 

(1) Cheque No 51 for Rs. 540 favouring A B & Co. has not 
ypt been presented. 

(2) A post dated cheque for Rs. 300 has been debited in the 
bank column of the Cash Book but could not have been presented 
in any case. 

(3) Four cheques totalling to Rs. 1,200 sent to bank have not 
yet been collected while a dfih cheque for Rs. 4i0 dcpjshed in the 

aepount h is not been drshonoured. 

• > 

(4) Fire Insurance premium amounting to Rs. 50 paid by the 
bank under a standing order has not been entered in the Cash Bo^k. 

(5} A bill for Rs. 1,000 was retired by the bank under a 
rebate of Rs. 15 but the full amount of the bill was credited in the 
bank column of the Cash Book. 


Solution (A) 


BANK RECONCILIATION STATEMENT 

As on 3Ist December, 19BO 


Particulars 


Overdraft as per Cash Book 

Add : Post'^ated cheque entered but not presented 
., Cheques sent but not collected 

Cheques deposited but dishonoured 
Fire Insurance Premium paid by Bank 




ft 


Less 




Cheques No. 51 issued but not presented 
Bill retired by the bank under rebate of 
Rs. 15 


Overdcaft as per Pass Book 


To‘al 



1,950 


12,450 


555 


11.895 


Jf the Bank Reconciliation is prepared by the above method 
the trader has to add and deduct the amounts over and again. 
It can be prepared in another way also. Overdraft, whether of the 
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‘t^m Scoarfttc columns 

Pass Book or Cash Book, 1. “JS” RemaioW! 

“» BAWk 


particulars 


SS"“cK“ SSdl’SlU bo. .« »r. pr»«..<d 

■ ...«d .. .bo Cb Book 

CbrSS." 2o?'ff"<Sl“«‘» d” “• "• “'■ 

lected by the Bank 

“To”J"dS 00 “ o!',.d i„ .b. c..b 

EsB='rr;rb«.5?b.. .«. 

entered in the Cash Book 


Plus Items Minus Items 


Less 

Less 

Xess 


Less 

-Add 



overdraft as per Pass Book»R» 12.450-555 00=Rs .n.895 
Prepartti^ »f Bank Reconciliati^tatemeot by OTcrdraft of Pass 

So? ”o'r!S 

previous method. 

Illustration 11-4 

In companng Pass Book shows an Over- 

Bank A/c in Ledger, we find that the Pass 

■ draft of Rs. 500, 

The following differences are found ; 

(a) A charge of 75 P. has been made by the Bank for collect- 
ing an outstanding cheque. 

{b) Rs. 27*50 has been credited by the Bank for half-yearly 

interest, . , * 1 , 

(c) Two cheques for Rs. 1 ,000 and Rs. 250 paid in the “onth 

of June have not been credited in the Pass Book until 1st July. 

{d) Two cheques for Rs. 30 and Rs. 475 drawn in June have 
not been presented at the Bank within 30th June. 

Make the necessary Journal Entries to reconcile the balance 
and prepare a Reconciliation Statement. 

E.B.K.(I6) XI 



Solntloii 


JOURNAL ENTRIES 


Date 


Particulars 


Bank Charges A/c Dr 

To Bank A/c 

(For Bank Charges not yet entered in 
the Cash Book) 


Bank A/c 


To Intarest A/c 
(For inter^ allowed by the Bank) 


Dr. 


L.F. 

Dr. 

I 


1 Amount | 


Rs. 

P. 



75 

1 


27 

50 


Cr. 

Amount 


BANK RECONCILIATION STATEMENT 

As on 30th June 


27 


P. 

75 


50 


particulars 

Plus Items 

Minus Items 

Overdraft as per Pass Book 

Add : Bank Charges 

Less : Interest allowed by the Bank 

Rs. 

1 

1 

P. 

75 

Rs. 

500 

. 27 

505 

■pT 

Add : Cheques sent for collection but not yet collected 
Lns : Cheques issued but not presented for payment 

1,250 

1 


50 


1,250 


1,032 

50 

Balance as per Cash Book 

218 

25 


• 


As the total of the plus items exceeds that of minus the Pass 
Book shows a balance of Rs, 218*25 in favour of the merchant. 

niastration 11-5 

From the following particulars prepare a statement showing 
the balance that would appear in the Pass Book of Harish Kumar 
Gupta as on 31st December, 1979 

ifl) The overdraft as per Cash Book on 31st December, 1979; 
was Rs. 6,340. 

(b) Interest on overdraft for six months ending 31st December, 
Rs. 160, is debited in the Pass Book. 

(c) Bank Charges for the above period also debited in the Pass 
Book amount to Rs. 30. 

(d) Cheque issued but hot cashed prior to 31st December; 
1979, amounted to Rs. 1,168. 

(e) Cheques paid into Bank but not cleared before 31st 
Decem^r, 1979, were for Rs..2,170. 
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(/) Interest on investments collected by the Bank and credite 
in the Pass Book amounted to Rs. 1,200- 


Solution 


bank reconciliation statement 

As on 31st December, 2979 


particulars 


Overdraft as per Cash Book 
Less Interest on Overdraft 
Bank Charges 

Add : Cheques issued but not yet collected 

Less Cheques paid but not yet col’e^led 

Add : Interest on investments collected by the BanK 


Plus Items 

Ks. 

4 

P. 

1.168 

- 

1,200 



Minus|I terns 


Overdraft as per Pass Book_g ^ 332 


2.368 


Rs. 

6.340 

160 

30 

2,170 


8,700 


lUustration 11-6 

On 3I« D«ce«b,r, 1980, the Cash Book »f " 
a Bank overdraft of Rs. 1 ,729 84. In comparing the Cash BwK wi 
the Bank Pass Book the following discrepancies were noted . 

(fl) Cheques issued for Rs. 600 were not presented at the bank 
till 1st January, 1981. 

(A) Cheques amounting to Rs. 750 were deposited at the bank, 
but were not collected. 

(c) A cheque for Rs. 1 50 received from Mahesh Chand and 

deposited in the bank was dishonoured and advice of non-pay 
was not received from Bank till the 1st January, 1981. 

id) Rs. 1,500 being the proceeds of a bill receivable collected 

appear in the Pass Book but not in the Cash Book. 

(e) Bank charges Rs. 15 and interest on Overdraft Rs. 85 
appear in the Pass Book but not in the Cash Book. 

Prepare a Reconciliation Statement and show what balance the 
Bank Pass Book would indicate on 31st December, 1980. 
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S«IatioD 


BANK RECONCILIATION STATEMENT 

As on 31st December^ 1980 


Particulars 

Plus Items 

Minus Items 

Overdraft as per Cash Book 

Rs. 

Rs, 

Add: Cheque^ issued but not yet presented for 


1 ,729*84 

payment 

Less : Cheques deposited but not yet collected 

Less : Cheques dishonoured 

600 

750 

Add : Proceeds of a B.R. collected by the Bank 

1,500 

150 

Less : Bank Charges 

15 

85 

Less : Interest on overdraft 



2,100 

2,729-84 

Overdraft as per Pass Book=2.729-84 — 2.100 

*=Rs. 629*84 


1 ““ 


niDstratioD 11*7 


Pass Book 


Messrs Yog Raj & Sons. Jawahar Nagar, Delni-7 

with — 


in account 


DENA BANK SUBZI MANDl DEL Ml -7 


Date 


Particulars 


1980 
Mar. 1 

5 
8 


» » 




15 


. 16 
. 18 
20 


»♦ 

ff 

M 




27 

31 

31 

31 


By Cash 
To K.D. Gupta 
To Laxmi Pustak 
Bhamlar 

By Rajcndra Kumar 
& Co’s Cheque 
To Hafish Kumar 
Gupta 

By Saatosh Gupta’s 
I Cheque 
! By Cash 
I 1 <5 Cash 

ByJ.C Gupta’s Cheques 
By Interest 
T(f Bank Charge 
To Insurance Premium 


Withdrawals 

Deposits 

Dr. 

or 

Cr. 

Rs. 

Rs 

1 


1,000 

Cr. 

125 


Cr. 

100 


Cr. 

1 

1 

2,000 

Cr. 

500 


Cr. 


725 

Cr. 


200 

Cr. 

100 


Cr. 


200 

Cr. 


ICOX 

Cr. 

25 X 


Cr. 

75 X 

1 

Cr. 


Balance 

Rs. 

1,000 

875 

775 

2,775 

2,275 

3,000 

3,200 

3.100 

3.300 
3,400 
3,375 

3.300 
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CASH BOOK (Bank Columns only) 



Date 


1980 
Mar. 1 
»15 

18 

»20 

„20 

„20 




27 


Particulars 


To Cash 
To Rajeadra 
Kumar 
To SdOiosh 
Gupta 
To Cash 
To RaiKumar 
To Virendra 
Chopra 
To l.C. Gupta 


Amount 


Rs. 

1,000 

2,000 


725 

200 

300X 

500 X 
200 


4,925 


Date 


1:^80 
Mar. 5 
8 




16 
.. 19 

25 

26 


99 


31 


Particulars 


By K.D. Gupta 
Laxmi Pustak 
Bhandar 
Harish Kumar 
Gupta 
Usha Gupta 
Cash 

Anil Kumar 
Gupta 
Balance c/d 


ff 




PP 


9f 


99 


Amouet 


Rs. 

125 

100 

500 

200X 

100 

1,500X 

2,400 


4,925 


Given above is an extract from the Pass Book and Cash Book 
(Bank Columns only of Messrs. Yog Raj and Sons). You arc requir- 
ed to prepare therefrom a Bank Reconciliation Statement as on 3 1st 
March, 1981. 

In the above illustration we have first to find out those items 
due to which there is a difference between the Cash Book balance 
and Pass Book balance. For example : 

I. Cheques issued but not yet presented for payment — To find 
out the amount of those cheques which the trader his issued to othcra 
but have not been presented for payment we should tally the credit 
side of the Cash Book with the withdrawal side of the Pass Book. 
Thus if the items written on the credit side of the Cash Book have 
also been written on the withdrawal side of the Pass Book, these 
should be tick-marked. Those that are not tick-marked will be 
those cheques which have not been presented. In the above illustra- 
tion there are two such amounts which will not be tick-marked. They 
have been crossed ( x ). 

Usha Gupta Rs. 200 
Anil Kumar Gupta Rs. 1,500 


Rs. 1,700 


Thus cheques worth Rs. 1,700 have not yet been presented for 
payment. 

2. Cheques paid in but not yet collected. For this we have 
to tally the Receipts Side of the Cash Book with the Deposits Side _ 
of the Pass Book and tick-marked in the same way. In the above 
example two items are of this type : 

Raj Kumar Rs. 300 
Virendra Gupta Rs. 500 


Rs. 800 
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3. Debits made by the Bank— Bank charges, Insnrance premium, 
etc. These are— 

Bank charges Rs. 25 
Insurance Premium Rs. 75 

rITauu 


4. Credits made by the Bank — These are : 


Interest Rs. 100 


Solution 


BANK RECONCILIATION STATEMENT 

As on 3 1 St March, 1980 


Balance as per Pass Book 

Add : CO Chequ^ sent for collection but toot yet 

collected 

(//) Bank Charges charged by the Bank 
(//i> insurance Premium paid by the Bank 


Less : (i) Cheques issued but not yet presented 

for payment 

(//) Interest allowed the Bank 
Balance as per Cash Book 


Rs. 


800 

25 

75 


1,700 

100 


Rs. 

3,300 


900 


2,400 



Balance as per Cash Book 

Add : (0 Cheques issued but not yet presented 

for payment 

(//) Interest allowed by the Bank 


Less : (i) Cheques sent for collection but not yet 

collected 

(/I) Bank Charges chai^ged by the Bank 
(/)7) Insurance premium paid by the Bank 


Rs. 


1,700 

100 


800 

25 

75 


Rs^ 

2,400 



4.200 



Balance as per Pass Book 


lihmratioa 11-8 

Ram, a sole trader, maintains two Bank Accounts, No. 1 
Account is for his business. No. 2 Account is Ws private Account. 

On June 30, 1981, there was a balance of Rs, 890 standing to 
his credit in No. 1 A/c. 

It w.as discovered that ; — 

to The receipt column of the Cash Book has been overcast by 
Rs. 1,000. 
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(«) 

m 

(/V) 


<v) 

(vO 


(Vll) 


Cheques amounting to Rs. 3,760 entered in Cash Book as 
paid into the Bank have not been cleared. 

Cheqjies issued amounting to Rs. 5,230 have no 

presented. u 

Discount allowed Rs. 110 has been included through 
take in the cheque entered in the Bank column of the Caall 

Book. 

A trader credit note of Rs. 290 was received in June 1981, 
bu^not recorded in the books. 

A cheque for Rs. 100 originally issued in 1980 was replac- 
ed when out of date and entered again in the Cash Book, 
it Was still outstanding (and not out of date) on 
1981. Both the cheques were included in the total of un- 
presented cheques Rs. 5,230. 

The Bank has charged the No. 2 Account with a cheque 
for Rs. 2,000 in error. This should have been charged to 

No. 1 Account. 

(i) Make the appropriate adjustments in the Cash Book 
balance ; and (//) Prepare a Bank Reconciliation State- 
ment to show the Bank Balance as per No, 1 Account. 


Solotion 

(0 


RAM’S REVISED CASH BOOK (BANK COLUMN) 


To Balance b/d 


To Traders Credit 


To Cheques cancelled 


890 


290 


100 


1,280 


By correction of error in addition 1,000 

By Correction of discount entered 
by mistake 


By Balance c/d 
(adjusted Balance) 


170 

1^0 


BANK RECONCILIATION STATEMENT 

As at June iO, 1981 



Pius It ems 

Minus Items 

Adjusted Balance as per Cash Book 
+Cbeque$ issued but not yet presented for 

170 


payment 

-^Cheque charged to Account No. 2 

5,130 


by mistake 

•^Cheques sent for collection but not yet 

2,000 


collected 


3,760 

1 

7,300 

3,760 ^ 

Balance as per Cash Book Rs. 7,300—3,760 

Rs. 3,540 




itandard Questions 

1. What is a Bank Reconciliation Statement and how is it pre- 
pared. Submit a proforma example of the same. 
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2. How a Bank Reconciliation statement is prepared. What are- 
the records necessary for preparing this statement. 

Practical 

1 . On 3Ist December, 1979 your Cash Book shows that you havo 
in the Bank a sum of Rs. 817, 

On checking your cash book, with pass book, you find that 
cheques drawn by you amounting to Rs. 214 have not passed 
through the Bank, that cheque for Rs. 84 has not yet beca 
credited to you, and that the bank has credited your account 
with interest Rs. 22 and debited with discount and other 
charges Rs. 14. 

Prepare a Bank Reconciliation statement. 

Ans. Balance as per Pass Book. Rs. 955. 

2 . From the following particulars prepare a Bank Reconciliation* 
Statement showing the Balance as per Bank Pass Book as on. 


31st December, 1980. 

Rs. 

Balance as per Cash Book (Dr.) 20,000 

cheques issued but not presented for payment 5,000 
cheques deposited but not realised 2,000 

Bank Interest not adjusted in the Cash Book 100 

Bank Charges not adjusted in the Cash Book 50 


A cheque for Rs. 1,000 received from a customer on 28tb 
December was entered in the Bank column of the Cash Book but it 
was deposited in the Bank on 2nd January, 1981. 

Ans. Balance as per Pass Book Rs. 22,050. 

3 * Shri Siirendra Kumar had his account at the Dena Bank. 
According to his Cash Book, his Bank Balance as on 31st 
December, 1979, was Rs. 750. But the Pass Book made up to- 
the same date showed that cheques for Rs. 150 and Rs. 80 and 
Rs. 35 respectively had not been presented for payment, all 
cheques to the amount of Rs. 220 paid into his account have 
not been cleared by 31st December, 1979 Prepare a Bank 
Reconciliation Statement as on 31st December, 1979. 

Ans. Balance as per Pass Book Rs. 795. 

4 . From the following Particulars, prepare a Bank Reconciliatioa 
Statement as on 31st December, 1979: — 

(j) Balance as per C!ash Book Rs. 14,400. 

(/i) Three cheques for Rs. 1,250, Rs. 870 and Rs.^350 
issued in December were presented for payment J^in 
January, 1980. 

(liO Two cheques of Rs. 1,500 and Rs. 850 sent for collec- 
tion but DO collection was made during the year. 

(/v) The Bank charged Rs. 80 for commission and allowed 
Rs. 170 for interest. 

Ans. Balance as per Pass Book Rs. 14,610. 
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5. From the following particulars, prepare a Bank ReconciliaUon 
Statement showing the Balance as per Bank Pass Book. Ine 
following cheques were sent in firm’s current account in 
December, 1979 but were credited by the Bank in Jan., 1980. 

Shri Dayabhai Patel B-S- 250 

„ Sadoba Patel Rs. 300 

„ Nagin Dass Patel Rs. 240 

The following cheques were issued by the firm in December^ 
1979 but were presented in January, 1980. 

Shri Murarji Desai Rs. 300 

,, Bala Saheb Keer Rs. 5C0 

„ Gunvantrai Vartak Rs. 300 

A cheque for Rs. 100 which was received from a customer 
was entered in the Bank column of the Cash Book in December^ 
1979 but the same was paid into Bank in January, 1980- The 
Bank Pass Book shows a credit of Rs. 500 for interest and a 
debit of Rs. 50 for Bank charges. The Bank Balance as per 
Cash Book was Rs. 18,000 on 3 1st December, 1979. 

{Based on All India Senior School Certificate Exam,) 
Ans. Balance as per Pass Book Rs. 18,660. 

<5. On 31st December, 1979, the Pass Book of a merchant shows 
the credit balance to be Rs. 3,357. 

The cheques and drafts sent to the bank but not collected 
and credited amounted (o Rs. 790 and three cheques drawn for 
Rs. 300, Rs. 150 and Rs. 200 respectively were not presented 
for payment till 31st January next year. 

Bank has paid a bill payable amounting to Rs. 1,000 but 
it has not been entered in the Cash Book and a bill receivable 
of Rs. 500 which was discounted with the bank was dishonour- 
ed by the drawee on due date. 

The Bank has charged Rs. 13 as its commission for collect- 
ing outstation cheques and has allowed interest Rs. 10 on the 
trader’s balance. 



Prepare Bank Reconciliation Statement and show the 
balance as shown by the Cash Book. 

Ads. Balance as per Cash Book Rs. 5,000. 


From the following particulars prepare a Bank Reconciliation 

^tement showing the balance as per Bank Pass Bonk on Slat 

^cembCT, 1979. The following cheques were paid into the 

toms <^rrent Account in December, 1979. bqt were credited 
by the Bank in January, 1980 : 


Shri Surendra Kumar Rs. 250. Shri Narcndra Kumar Rs. 300, 
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Shri Brijendra Kumar Rs. 120, Shri Anil Kumar Rs. 60 and 
Shri Sunil Kumar Rs. 60. 

The following cheques were issued by the firm in December, 
1979 and were cashed in January, 1980 

Shri Rajeodra Gupta Rs. 300, Shri Harish Gupta Rs. 250, 
Shri Pal Gupta Ks. 250, Shri Anil Gupta Rs. 150 and Shrimad 
Usha Gupta Rs. 150. 

A cheque of Rs. 100 which was received from a customer 
was entered in the bank column of the Cash Book in December, 
1979 but the same was paid into bank in January, 1980. 

The Pass Book shows a credit of Rs. 250 for interest and 
a debit of Rs. 50 for Bank charges. The balance as per Cash 
Book was Rs. 15,590 on 31st December, 1979. 

Ans, Balance as per Bank Pass Book Rs. 16,000. 

8. From the following particulars, prepare a Bank Reconciliadon 
statement showing the balance as per Pass Book on 3 1st March. 
1979. 

The following cheques were paid into firm’s current account in 
_March, 1979, but were credited by the Bank in April, 1979 : 

A Rs. 2,500; B Rs. 3,500; and C Rs. 1,900. 

The following cheques were issued by the firm in March 1979* 
and were cashed in April, 1979 : 

P Rs. 2,500; Q Rs. 4,500; and R Rs. 4,000. 

A cheque of Rs. 1 ,000 which was received from a customer was 
entered in the Bank column of the Cash Book in March, 1979, 
but the same was paid into the Bank in April, 1979. 

The Pass Book shows a credit balance of Rs. 2,500 for interest 
and a debit balance of Rs. 1,000 for bank charges. The balance 
as per Cash Book was Rs 1,80,000 on 31st March, 1979. 

{Delhi Senior School Certificate Exam,^ 1' 79 and All India 

Senior School Certificate 1978) 

Ans. Balance as per Pass Book Rs. l,8r,600. 

9. The balance of Cash at Bank as shown by the Cash Book of 
Yogesh & Co. on 31st December, 1979 was Rs. 7,500, on check 
ing the entries in the Cash Book with the Pass Book, it was 
ascertained that cheques of Rs. 500 and Rs. 700 respectively 
paid in m the 30th December were not credited until the 2ad 
January following, and that cheques of Rs. 600, Rs.800 and 
Rs. 1,200 issued on the 25th December, were not presented 
until the 3rd January. There was a credit of Rs. 125 in the 

- Pass Book in respect of interest under date 31st December 
which was not entered in the Cash Book. There was also Rs. 15 
Bank charges debited in the Pass Book. Prepare Reconciliation 
Statement as on 31st December, 1979. 

Ans. Balance as per Pass Book Rs. 9,010. 
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10 . Prepare a Bank Reconciliation Statement from the following 
particular on 3lst July, 1980 : 

(a) Balance as per Pass Book Rs. 500. 

(b) Three cheques for Rs. 60, Rs. 39.37 and Rs. 15*25 issued 

in July 1980 were presented for payment at the bank m 
August, 1980. 

(c) Two cheques of Rs. 50 and Rs. 65 sent to the Bank for 
collection were not entered in the Pass Book by July 31, 

1980. 

(d) The Bank charged Rs. 46 for its Commission and allowed 
interest Rs. 10 which were not entered in his Bank A/c. 

[Delhi Senior School Certificate Exam. (C) 197S\ 

11 . On 3 1 St March, 1979, your Pass Book showed a balance of 
Rs. 6,000 to your credit. Before that date, you had issued 
cheques amounting to Rs. 1,500 of which cheques amounting 
to Rs. 900 only have so far been presented for payment. A 
cheque of Rs 800 paid by you into the bank on 25th March 
has not yet been credited in the Pass Book. You had also receiv- 
ed a cheque for Rs. 160, which although entered by you in the 
Bank column of the Cash Book, was omitted to be paid into 
the Bank. On 31st March, a cheque for Rs. 250 received by 
you was paid into the bank, but the same was omitted to be 
entered in the Cash Book. There was a credit of Rs. 85, for ' 
interest on current account. Debit of Rs. 10 for bank charges. 
Draw up a Reconciliation Statement, showing adjustments 
between your Cash Book and Bank Pass Book. 

Ans. Balance as per Cash Book Rs. 6,035. 

12 . On 31st December, 19 I had an overdraft of Rs. 10,700 as 
shown by my Pass Book. Cheques amouting to Rs. 1,250 had 
been paid in by me on 2^th December but of these only 
Rs. 750 were . credited in the Pass Book. I had also issued 
cheques amounting to ks. 2,460 of which Rs. 2.000 worth 
only seem to have' been presented. There is a debit in my 
Pass Book of Rs. 105 for interest. I also find that a cheque for 
Rs. 60 which I had been debited to my Bank Account in my 
books has been omitted to be banked. 

Prepare a Bank Reconciliation Statement. 

Ans. Overdraft as per Cash Book Rs. 10,495. 

From the following particulars ascertaining the balance by 
means of a statement that would appear in Pass Book of Mr. X 
as on 31st December, 1978. 

Rs. 

1 . Overdraft as per Cash Book (on 3 1 st December 

1 ^78). 5 270 

2. Interest on overdraft for six months ending 
31st December, 1978. 

3. Bank charges for the above period 


120 

30 



14 


15 . 


4. Cheques drawn but not cashed by the customers Ra 

pnor to 31st Dec., 1^78. j JJq, 

5. Cheques paid into Bank but not cleared before 

31st December, 1978. 2 , 170 > 

6. A B/R discounted with the Bank in November 

dishonoured (on 31st, December 1978.) 5(Xl. 

Ans. Overdraft as per Pass Book Rs. 6,940. 

December 1979, the Cash Book of a merchant show* 

a Bank overdraft of Rs. 1,719-22 and the Pass Book a deWt 

(d) Cheques drawn for Rs. 535 25 and a lodgement of Rs. 
Book in the Cash Book, but not in the Pass- 

(A) A dishonoured cheque for Rs. 350 received from Sohan 

^1 * 1 ?' ’ being the proceeds of a bill receiv- 

ovlrHrafl^o charges Rs. 15; and interest ott 

overdraft Rs. 75-75 appear in the Pass Book but have not 
been entered in the Cash Book. 

Prepare the necessary Reconciliation Statement. 

Ans. Bank overdraft as per Pass Book Rs. 1,000. 

‘^"“paring the Ledger Accounts with the Bank Pass 
Book finds that by their Ledger Accounts they are overdrawn 
extent of Rs. 1,000. In checking the items they find that 
they have omitted to give the bank credit of Rs. 200 for interest 
and charges, that two items for Rs. 900 and Rs. 350 paid 
to the bank in December, have not been credited until 
January, that three ‘cheques of Rs. 1,500, Rs. 500 and Rs. 750 
drawn in December have not been debited in the Pass Book 

until January. 

What Journal entries wm you make to put matters right? 
Prepare a Reconciliation Statement. 

Ans. Balance as per Pass Book Rs 300. 


16 . On 3 1st December 1978, the Cash Book of Jain Iron Works- 
showed an overdraft of Rs. 5,600. From the following parti- 
culars make out a Bank Reconciliation Statement. 

(a) Cheques drawn but not cashed before 31st Dec. 1978 
amounting to Rs. 3,946. 

(d) Cheques paid into the bank but not collected and credited 
before 31st Dec., 1978 amounted to Rs. 4,891. 

(c) A bill receivable for Rs. 520 previomly discounted witb^ 
the Bank had been dishonoured and debited in the Pais 
Book. 



253 


17 


18 


19 . 


(d) Debit is made in the Pass Book for Rs. 120 on accouns 
of interest po overdraft and Rs. 55 on account of chequet 
for collecting bills. 

The bank has collected interest on investments and 
credited Rs. 760 in the Pass Book. 

{Delhi Senior School Certificate Exafh^ 1978.) 

♦ 

Prepare a Bank Reconciliation Statement from the following 
particulars ; 

i , Rs. 

( / ) Overdraft as per Cash Book on 31st Dec., 1979 8,000 


1,200 

100 

200 


500 


( / ) Overdraft as per Cash Book on 31st Dec., 1979 8,000 

(fO Cheques paid into the Bank but not cleared 

before 3l8t Dec., 1979. 2,000 

\ ^ 

4 

4 * 

(til) Cheques issued, but not cashed by the customers 

prior to 31st Dec., 1979. 1,200 

(h) Bank charges for the period. 100 

(iv ) Interest on overdraft charged by the Bank. 200 

• 1 

( vf) Interest on debentures collected by the Bank 

not shown in the Cash Book. 500 

Ana. Overdraft as per Pass Book Rs. 8,600. 

Frqm^ the following particulars ascertain the Bank Balance as 

appear m the Pass Book of X as on 31st December 
1979 : — ’ 

'• ]?79 wrs'‘R°r mm! 

3.S, Dcc^ber. 

3. Bank Charges for the above period as debited in the Pass 

Book amounted to Rs. 50. ^ 

4 

4. Cheques issued, but not cashed prior to 31st Derrmh^r 

amounted to Rs. 1.500. ^ ^ ' iJecembw*, 

# 

V 

5. Cheqiiw paid into Bank but not cleared and 
before 31st December, 1979 were for Rs. 2,500 ° 

6. Interest on investment collected by the Bankers Rs 1 800 

Abs. Overdraft as per Pass Book Rs. 5,450. ’ 

Rom the following particulars prepare Bank *■ 

g^ei^nt showing the balance as per Bank Pass Boo^on llTt 


(0 


The following cheques were paid into the firmv 
account in December 1979 but were reaIiR 9 .H o ^ ® 
by the bank in January, 1980 : credited 
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(fl) Sunil Agarwal 
ib) Sunil Chaturvedi 
(c) Sanjay Kumar 


202*50 

305*56 

191*94 


Rs. 700*00 



The following cheques were drawn by the firm iiy 
December, 1 979 but were cashed by the creditors 
January, 1980 : 

(a) Ashok Sharma 417*44 

{b) Surendra Kumar 564*69 

(c) Anil Kumar 317*87 


Rs. 1,300*00 


(in) A cheque for Rs. 100 which was received from a customer 
in full settlement of his account was entered into Bank A/c 
in the books of the firm in Nov., 1979 but the same waa 
paid into the bank in January, IS 80. 

The bank account in the firm’s ledger showed a debit balance' 
of Rs. 19,900. 

Ans. Balance as per Pass Book Rs. 20,400. 

20 . On 30th June, 1979, the Cash Book of Lala Ram Prasad 
showed a Bank Overdraft of Rs. 621. On comparing the Cash 
Book with the Pass Book the following difierences were 
found : — 

(/) Cheques amounting to Rs. 340 were deposited in the 
bank but were not collected. 

(//) Cheques amounting to Rs. 1 ,800 were issued but not yet 
presented for payment in the bank. 

(fi7) The Bank has allowed Rs, 50 for interest on deposits. 

(/v) The Bank has charged Rs. 54 for sundry expenses and 
commission, 

Ans. Balance as per Pass Book (Cr.) Rs. 835. 

21 . Prepare a Bank Reconciliation Statement from the following 
particulars 

On 31st December 1979, I had an overdraft of Rs. 750 aa 
shown by my Pass Book. I had issued cheques amounting to 
Rs. 250 of which Rs. 200 worth only seem to have bttn 
presented for payment ; Cheques amounting to Rs. 100 had 
been paid by me on 30th December, but of these only Rs. 75 
were credited in the Pass Book ; I also find that a cheque for 
Rs. 10 which I had debited to Bank Account in my books has 
been omitted to be banked. There is a debit in my Pass Book 
of Rs. 25 for interest. 


22 


23 


24 . 


A« rtf 30 of a oavnient by a customer direct into the 
Bank Mpears in the Pass Book. My Pass Book also shows a 
credit of Rs. 60 to my account for interest on investments 

collected by my bankers. 

Ans. Overdraft as per Cash Book Rs. 830. 

Prepare a Bank Reconciliation Statement from the following 
particulars : — 

1. Overdraft as per Cash Book on 31st December, 

1978. 

2. Cheques paid into the Bank but not cleared before 
31st December, 1978. 

3. Cheques issued but not cashed by the customers 
Prior to 31st December, 1978. 

4. B/R (discounted with the Bank) In November 
dishonoured on 31st December, 1978. 

5. Bank charges for the above period. 

6. Interest on Overdraft charged by the Bank. 


Rs. 

7,190 

2,210 

1,270 

600 

70 

160 


Ans, Overdraft as per Pass Book Rs. 8,960. 

On 31st December, 1979 the Cash Book of Mr. Kartar Sin^ 
showed a balance of Rs. 1,0(X) at bank. He had sent cheques 
amounting to Rs. 10,000 to the bank before 31st December, 
1979 but it was found from the Pass Book that cheques amo- 
unting to only Rs. 4,000 had been credited before that date. 
Similarly he had issued cheques worth Rs. 5,000 during the 
month of December out of which cheques worth Rs. 3,000 
were presented before that date. The Bank had made payments 
amounting to Rs, 2,320 on 20th December according to Mr. 
Kartar Singh’s standing instructions but no entry in respect of 
these had been made in the Cash book. The Pass Book showed 
a debit of Rs. 70 representing bank charges and Rs. 600 on 
the credit side paid by a customer direct into the bank on 30th 
December. There was no entry in the Cash Book for the pay- 
ment and Bank charges. 

Prepare the Bank Reconciliation Statement as on 3 1st Decem- 
ber 1979. 

Ans. Overdraft as per Pass Book Rs. 4,790. 

From the following particulars extracted from the books of 

R. M. Mazumdar, prepare a Bank Reconciliation Statement 

showing the balance as per Bank Pass Book on 3Jst December, 
19 79 # 

The following cheques were paid into the firm’s current acco- 
mt in December, 197^ but were credited by the bank in 

Rs. 3,000, and Shn G. Menon Rs. 2,400. 

The following cheques were issued by the firm in December 
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1 


1979, but were credited ia January, 1980 : J. X. Lobo 
Rs. 3,000, Shri M, M. Mehra Rs. 5,000 and Shri V. S. Desai 
Rs. 3,000. 

A cheque for Rs. 1,000 which was received from a customer 
was entered in the bank column of the Cash Book in Decem- 
ber, 1979 but remained l>ing and was paid into the bank in 
February, 1980. 

The Pass Book shows a credit of Rs. 2,500 for Interest and a 
debit of Rs. 500 for Bank charges. 

The balance as per Cash Book was Rs. 1,84,750 on 31st 
December, 1979. 

Ans. Balance as per Pass Book Rs. 1,88,850. 

25 . Prepare Bank Reconciliation Statement from the following 
particulars. 

(1) Balance as per Pass Book on 31st Dec., 1 *79 Rs. 10,266. 

(2) Cheques drawn on 31st Dec., 1979 but not cleared till 3rd 
January, 1980, Rs. 10,212; Rs. 981 and Rs. 1,128 

(3) Interest on Bank overdraft not entered in the Cash Book 
Rs. 1,510. 

(4) OutstatioD cheques Rs. 21,000 lodged in the Bank on 13th 
Dec., 1979 but collected and credited in January 1980. 

(5) A Hundi for Rs. 2,500 due on 31st Dec . 1979, was sent to 
the Bank for collection two days before and entered in the 
Cash Book forthwith, the proceeds were not credited in the 
Pass Book till 1st Jan., 1980. 

(6) Rs. 100 for insurance premium paid by the Bank under a 
standing order on 31st Dec., 1979 had not been entered in 
the Cash Book. 

4 

While preparing the Bank Reconciliation Statement assume 
that you do not alter the Cash Book. Balance on olst Decem- 
ber, 1979, all correct entries being made in January, 1980. 

Ans. Balance as per Cash Book Rs. 23,055. 

26 . On 3 1st December, 1979 ray Pass Book showed an overdraft 
of Rs. 9,500. Out of cheques of Rs. 4,500 paid on 28th Dec- 
ember, Rs. 2,000, appear to have been credited on 3rd Jan- 
uary, 1980. Out of the cheques amounting to Rs. 8,000 issued 
during the month of December, cheques worth Rs. 4,500 
appear to have been presented before 3lst December, 19'9. 
Inadvertently, the bank has credited a sum of Rs. 1.000 to my 
account which belonged to some other account. Interest on 
overdraft debited by bank was Rs. 5C0. This was subsequently 
entered by me in the book. My bank account showed a credit 
of Rs. 600 for interest on Securities collected by it. 

Prepare a Reconciliation Statement as on 31st December, 1979. 

Ans. Overdraft as per Cash Book Rs. 12,100. 
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27 . 


28 


On 31st kh the Bank ^of India Ltd. The 

overdraft of Rs. '^} balance as shown by the Bank 

balance did not wth the anw 

Pass Book, and you find that Basu naa 

26 th December four cheqties oo 6 000 was 

6:oSo and Rs. 8.000. . Of these the cheque for Rs^6 tJO 
credited by the baUk .n January 1 f ^ JoO. and Rs. 

S^re^prSented to the bank for 
piymenfta December and the third in January, 1980. 

sr.r, r z. M 

charges but Basu has not recorded these accounts in his book . 

Yon are reiouired to prepare a Bank Reconciliation Statement 
Ts on 31 st^ecemberf 1979 and ascertain the balance as per the 

Bank Pass 'Book. 

Ans. 


Overdraft as per Pass Book Rs. 17,520. 


On rheckme Shyam’s Cash Book with the bank statement of 

his current account for the month of March. 1979 you find the 

following 

(/) Cash book showed an overdraft of Rs. 4,500. 

(ii) The payment side of the Cash Book has been undercast by 
Rs. 150. 

(«7) A cheque fbr Rs. 750 drawn on his Savings Bank Account 
has been shliwn as drawn on Curreht Account. 

fi» Under instructions from Shyam the bank had transferred 
interest Rs. 900 from his deposits account to his current 
account on 4th April, 1979. The amount had, however, 
been taken in the Cash Book before March 31, 1979. 

(v) Cheques amounting tp Rs. 7.500 drawn and entered in 
the Cash Book had not been presented. 


(vi) Cheques amounting to Rs. 6,0C0 sent to Bank for collec- 
tion. though entered in the Cash Book, had not been 

credited by the bank. 

(vix) Bank charges of Rs, 75 as per bank statement of account 

had not been taken in the Cash Book. 

(vxVx) Dividend of the amount of Rs. 3,000 had been paid dircet 
to the bank an<} not entered in the Cash Book. 

(/a*) a cheque issued to Ram for Rs. 300 was replaced when 
out of date, put it was entered in tl\e Cash Book again 
and no other ^ntry had been recorded. ^ Both cheques 
were also inclu46c$,in the totals of cheques issued but inot 
presented as shmyri abo-ve. 

You are required' to arrive at the balance as it would 


E.B.K.(17)XI 


appear in the bank statement as on March 31, 1979. 

Ans. Overdraft as per Pass Book Rs. 375. 

Note ; — Amended balance of Cash Book — Overdraft Rs. 4,600. 

Prepare a Bank Reconciliation Statensent from the followinir 
particulars ; — ® 

Rs. 

8,000 


1 . 

2 . 


Bank overdraft as per Cash Book. 

Cheque deposited in bank but no entry was 
passedv^n the Cash Book 

Cheque l-eceived but not sent to bank 

Credit side of ‘bank’ column cast short 

Insurance premium paid directly by bank 
under standing advice 

Bank charges entered in Cash Book Twice 

Cheques returned back but no entry passed 

Cheques issued returned back on account of 
technical grounds 

Bills directly collected by bank 

Bank charges debited by bank 

Cheques received entered twice 

Bills discounted dishonoured 

State which items will require adjustment in the books of 
accounts. 

Ans. Overdraft as per Pass Book Rs. 11,SK)2. 

Note — Except 2nd item all other items will require adjustment 
in the books of accounts. 

Ascertain the balance that would appear in the Bank Reconci- 
liation Statement of Sri N. K. Garg as on 31st December 
1979. 


3. 

4. 

5. 

6 . 

7. 

8 . 

9. 

10 . 
11 . 
12 . 


300 

.000 

100 

500 

10 

400 

300 

,000 

12 

500 

.000 


(0 

PO 

(m 

(fv) 

(v) 

<vi) 


Cheques p^i-J into Bank, but not cleared before Slav 
December, 1979, were Rs. 1,085. 

Bank has debited Rs. 2 as collection charges qn outstation 
cheques but not entered in Cash Book. 

Cheques issued but cashed after 31st December amounted 
to Rs. 4; 500. 

Dividend of Rs. 800 on shares collected directly by Bank 
not yet taken in Cash Book,- 

As per standing instructions Bank has paid insurance- 
premium of Rs. 300 but not yet entered in the Cash Book. 

BanK overdraft as per Cash Book on 31st December was- 
Rs. 3,500. 

. Overdraft as per Pass Book Rs. 2,587. 


Petty Cash Book 


Tb. C..b»r »m pu. .o J S-t S 

Whirs’ a* gooT m'lhod of saviSg the chief cashier from recording 

ESg in P.«y C^. =|?ia.re?pen“ete™".- 

incur many f If these petty expenses are entered in 

ment, Carriage, and energy of the Chief Cashier, 

the Cash Book, it wastes the time and^energy o^ 

A Petty Cashier is ^onth and if need arises for 

given to him in the begin g ^ during the month at any 

time. This amount ‘ff expenses out of this 

business. The Petty .. .|jg chief Cashier checks the account 

fund. At the end of amount, which he has 

of the petty nth Thus in the beginning of the next 

is given in advance w>de>- tins system, so m 

System of Petty . j the receipts, a voucher is prepared 

' “riS 'S ^ office. Revcou. S.arrrp 

Should be affixed on vouchers for more than Rs. 20. 

Advantages of Petty Cash Book. following are 

advantages of preparing a Petty Cash Book 

(1) Savwg of Time and Labour-Vetty e'^Chief 

Petty ^ cih Book. It saves the time and labour of the Chief 

Reduction in the number of transactlons-Petty expenses 

Sor!”hVctKo?“ Thr..,.!.. errsh BoOc car. be more earil, 

f31 Check on Pettv expenses — The Chief Cashier can check the 
accoun? St the Petty Cashier at any time and see that the funds are 

not misutilised in any way. 

(4) Saving in space-On\y the totals of petty expenses 
recorded in cash book and also in ledger in various accounts. 

such, lot of space is saved. 

(5^ Convenience in preparing the Ledger Ales Since oi^ly me 

totals arerSS k is verf convenient to post them into le</ger. No 
unnecessary details are to be 


arc 

As 





niostration 12-1 

I 


Prepare Simple Petty Cash Book of 
Gupta from the followidg particulars : 


Shri Santosh Ku 


II 


ar 


1980 

Jan, 1 Received Rs. 100 for petty cash 
„ 2 Paid for Wages 

,, 3 Paid for Conveyance 

,, 6 Paid for Postage 

,, 13 Paid for Stationery 

„ 15 Paid for Travelling expenses 

,, 20 Paid for Advertisement 

„ 30 Paid for Carriage 



SIMPLE PETTY CASH BOOK OF SHRI SANT<>»I KUMAR GUPTA 



Columnar Petty Cash Book 


In this Cash Book a separate column is provided for each 
expense. So it is called Columnar Petty Cash Book. Number of 
columns depend upon the nature of business. A snwll business 
needs lesser number of coiumns while a big business will need more 
columns. At the end of each column there is a column for totalling. 
This is also called Analytical Petty Cash Book. Those expenses that 
are not entered in any column are entered in Sundries Column. A 
specimen of a Columnar Petty Cash Book is given on tbe nc 3 Ct 
page : 


COLUMNAR PETTY CASH BOOK OP SHRI SANTOSH KUMAR GUPTA 
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N»te. Various petty expenses are recorded ui their own columns. Those which have no separate column 
are recorded under sundries. Conveyance is the example in this illustration. 
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Posting of Petty Cash Book in Ledger 

Petty cash book is treated in two different ways, and system 
of posting in ledger differ accordingly. The two ways of treating 
petty cash book are as under. 

1 Petty Cash Book as a part of Double Entry System or as 
Jonrnal. Under this procedure petty cash book is considered as a 
subsidiary book and part of double entry system As such petty 
cash book is treated as an independent account and a part of Journal 
or double entry procedure. When the head cashier gives advance 
to the petty cashier, petty ca h book is debited and main cash book 
is credited. All these accounts under which the petty cashier makes 
t^c payment are recorded on the credit side of petty cash book 
under various heads of nominal accounts, the total of which are 
debited in ledger at the end of the month. When the head cashier 
pays to the petty cashier, the first entry is repeated, viz , petty cash 
book Is debited and main cash book is credited. 

Under this system petty cash book is considered to be a part of 
the main cash book and just as cash A/c is not opened in ledger sinu- 
larly petty cash A/c is also not opened While closing the accounts 
the balance of petty cash is added with the cash in hand. 

The entries will thus be recorded as under : 

1, On receiving the advance from the Cashier : 

Petty Cash Book Dr. 

To Main Cash Book 

2. When expenses have been incurred and the same is posted 
info ledger : 

Expenses A/c Dr. 

To Petty Cash Book. 

2- Petty Cash Book as a Memorandum Book. If transactions 
arc recorded only for memory's sake, they are called memorandum 
and do not become a part of double entry system. Likewise when 
petty cash book is maintaiped only for purpose of remembering such 
transactions, it docs not become an essential part of double entry 
system, nor it is considered as a subsidiary book. 

When cash is advanced to the petty cashier, then petty cash 
A/c is debited and main cash book is creditea. In this way double 
entry is completed. In actual practice, however, petty cash book is 
debited, and this is done just for the sake of remembering. Again, 
when the petty cashier receives all what he has spent on various 
petty expenses, and thus his cash balance becomes the same as it 
was in the beginning, all the petty expenses accounts arc debited and 
main cash book is credited. The balance of the petty cashier is not 
cared for, though this is also shown in the balance sheet. 

At the end of a week or a month, a journal entry is passed 
whh the total of all the various petty expenses accounts, which are 
debited and petty cash A/c is credited. This way the petty cash book 
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^n. only ay a 

SnTr our illustration earlier will be like this . 


entry for this 


1980 

Jan. 31 


Postage & Telegrams A/c 

Cartage & Carnage A/C 

PrintiDg & Advertising A/c 
Travelling Expenses A/c 
Stationery A/c 
Wages A/c 
Sundries A/c ^ 

(For amount^Spent as per Petty Cash Book) 


Dr. 

Dr. 

Dr. 

Dr. 

Dr. 

Dr. 

Dr. 


S 

3 

8 

15 

7 

5 

3 





the amount then, the 


Dr. 49 


49 


When the petty cashier is 
following Journal entry will be passed : 

Petty Cash A/c 

To Cash A/c 

When petty cash book is used only as a memorandum booK 
then, the following points must be kept in mind. 

No column for Ledger folio is maintained in petty eaOi 
book. 


(^) 


(0 

book. , . 

No ledger posting in respect of 
Sade dfrlctirit will be 6oZ through a Journal entry. 

fill) Petty Cash A/c will be opened in Ledger. 

' ^ is received, it will be debited and mam cash book will be 

credited. 

All the nominal A/cs. vfr., accounts for petty 
be debited and the petty cash' A/c will be credited through 

a Journal entry. 

(v) When the amount spent by petty cashier is reimbur^ to 
him the first entry will be repeated i.e. Petty Cash A/c 
will be debited and cash book will be credited. 

Thus under the above procedure the petty cash bcwk bccon^ 
fust a memorandum book and does not affect the double en^ 
syctem. Even when it is closed down it will not ^ect the 
«try procedures. Under the above arrangement the posiUon of the 

various A/cs in Ledger will be as under : 



Postage & 

_ Telegrams A/c 

To Petty 
Cash A/c 8 


Cartage & 
Carriage A/c 


Printing A 
Advertisement A/c 


To Petty 1 

To Petty 

Cash A/c 3 

Cash A/c 8 

Travelling 

1 

1 Expenses A/c 

Stationery A/c 


Cash A/c 15 


To Petty 
Cash A/c 


Wages A/c 


To Petty 
Case A/c 


Sundry Expenses A/c 


ro Petty 
Cash A/c 3 


Dr. 


Date 


PETTY CASH ACCOUNT 


Particuars ^ 


Jan. 1 To Cash 



Rs. 

100 


1980 
Jan 31 


Feb. 1 To Balance b/d 
„ „ To Cash 


100 

51 

49 


»» ft 
ff f » 
ff If 

• I ff 
f f ff 
vf ff 
ff f f 


By Wai:cs A/c 
„ Conveyance 
A/c 

, Postage A/c 
M Stationery A/c 
„ Travelling 
Expenses A/c 
„ Advertisement 
A/c 

Carriage A/c 
Balance c/d 


Cr. 


^ Amount 


Rs. 

5 


100 


ard Q«estloas 

1. Explain the imprest system of Petty Cash Book. 

fD.S.S.C. Exam, 1979, 1980 Compti.)] 

2. What is the differcBce between Petty Cash Book as a Jour* 
nal A Petty Cash Book as a memorandum. 

3. What is the difference between Petty Cash Book as a 
Journal A Petty Cash Book as a memorandum. 

I. When Petty Cash Book is kept as a memorandum which 
account in the ledger is debited for money advanced by tbo 
Head Cashier to Petty Cashier ? 

{DS S.C. Exam. 1978i 
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tto Kit, o.* ot Shr.e Mahavir Book 

*• <• particulars . 


Depot 


2 . 


Jan. 


%f 

99 

99 

99 

99 


99 

Ans. 
Fro 


1 

3 

6 

9 

13 

18 

25 


from tbe following particulars 

^ u- . 

Received from Cashier 

Paid for Postage 

„ Match Box 1 Doz. 

„ Stationery 
„ Telegram 
„ Cartage 
„ Sundry Expenses 

Balance Rs. 34'70 

rrom the undermentioned transactions write out Petty 
Book of Shri Sunil Kumar Chaturvedi : 

1980 ^ 

Balance Rs. 49 50, received from Cashier 

Cartage 

Travelling Expenses 
Ruber Stamp 
Gum 
Postage 
Freight 

Office Staff had a tea at a cost of 
Balance Rs. 66’40. 


Feb. 


99 

99 

99 

99 

99 

99 


1 

3 

12 

13 

18 

27 

28 


Rs. 

50*00 

1- 50 

2- 50 

2- 30 

3- 40 
2-50 
3“10 

Cash 

Rs* 

50-5a 

400 

7-00 

2*50 

3*50 

550 

5*60 


4 . 


99 

Ans. 

Enter the following transactions in a Petty Cash Book 
analytical columns. The Petty cashier is g'ven an u 
amount of Rs. 100 on 1st January and is paid the total ai 

of his expenses at the end of the fortnight. 

1980 

Jan. 1 Purchased Postage stamps 
5 Paid for window cleaning 

5 Paid wages to office cleaner 

6 Paid for two pencils 
8 Paid conveyance to oflSce clerk 

10 Paid for Ink and letter paper 
12 Paid for printing charges 

14 Paid taxi fare to manager 

15 Paid for telegram charges 
15 Paid advance to office peon Gopal 

You are also required to pass necessary journal entry to 
incorporate the above transactions. 

Ans. Balance in hand Rs. 51*00 

Enter the following transactions in the Columnar Petty Cash 
Book of Shri Shiv Kumar : — 

1980 Rs 

Jan. I Received from the Cashier a cheque 


99 


99 


99 


09 


99 


99 


99 


99 


with 

prest 

lount 

Rs. 

5 

2 

10 

1 

12 

2 

3 

2 

2 

10 
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Jan. 

9 $ 
99 
99 
9 9 
99 
99 
99 
9 9 
99 
99 
9 9 


which was cashed for Rs. 35*00 the 
amount required to make up the 
imprest amount 

3 Paid for charity 

4 Paid for stationery 
10 Paid Hari for wages 

12 Paid for telegram 

13 Paid for advertisement 
15 Paid for telephone call 
18 Paid for coolie hire 

20 Paid for printing charges 

21 Paid for freight 

24 Paid for conveyance 

25 Paid for cartage 

28 Paid for cartage 

29 Paid for postage 
31 Paid for charily 


Ans. Cash Balance Rs. 16.71 


Rs. 

6000 
5*30 
3*20 
5-50 
2*50 
3*25 
2-25 
1*50 
2 30 
1*50 
1'25 
1-12 
2*12 
3*50 
8*00 


June 


Note Cash in hand on Jan. 1 , 1980 Rs. 60— Rs. 35=Rs. 25. 

Enter the following transactions in Columnar Petty Cash Book 
maintained on Imprest System : 

1980 

Received from Chief Cashier 
Paid Conveyance charges to clerk 
Bought Postage Stamps 
Paid Coolie and Cartage expenses 
Paid Telephone Bill for May 
Cost of Newspapers 
Paid Liftman and Watchman 
Paid Sweeper for May 
Paid Bhatt for Supplying tea 
Paid Petrol Bill of Express Auto 
Revenue stamps purchased 
Paid washing charges to peon 

Show also what amount will be paid to the Petty Cash at the 
end of the month, when Petty Cash Book is maintained on 
Imprest system. 

Ads. Balance in hand Rs. 13*58. 


99 


99 


9 9 


99 


99 


99 


99 


9 9 


99 

99 


9 ^ 


1 

1 

2 

3 

5 

7 

10 

15 

25 

27 

30 

99 


Rs, 

200*00 
12*30 
20*00 
5*50 
42*00 
7*62 
4*00 
10*00 
32*00 
45-00 
5*00 
3*00 


The following transactions took place during the week ending 
28th of May, 1980. How will you record them in the Petty 
Cash Book (as memorandum) which is maintained with a 
weekly ‘float’ of Rs. 30 ? 


1980 

May 23 Postage 4'00 

, 24 Casual labour 5*00 

, 25 Taxi hire 6*00 

, 26 Writing pads and Registers 8*00 

, 27 Cartage 2*00 

, 28 Bus fare g-QO 

% 


[Delhi Senior School Ceriificaie Exam., 1978 {C) 1 
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Insert the following transactions in a Tabular Petty 


1980 

Jan. 


1 Received from cashier 

2 Postage 

4 Printing 

5 Wages 

6 Sweeper’s wages 

7 Tonga hire 

8 Thela hire 
10 Ink 

12 Telegram 
15 Tips 

18 Railway freight 

21 Stamps 

22 Paid for a trunk call 
26 Advertisement 

28 Purchased packing material 
31 Purchased pens 


Cash Book. 

Rs. 

100*00 
1-75 
3 00 
0*25 
2*12 
025 
0*50 
0*37 
1*50 
0*25 
3*50 
7*12 
2*25 
1*75 
2*50 
l-.O 




Ans. Cash Balance Rs. 71*39 

Rule a form of Petty Cash Book containing analytical columns 
for the following kinds of Petty Cash Expenditure : 

Travelling 
payments. 


May 1 


Stationery, Postage and Telegrams, Carriage, 
expenses, together with a column for Miscellaneous 
Bring down the balance in hand at the conclusion. 

1980 

Received cheque from the cashier for 
starting balance and cashing the same 
Paid for postage 
Telegrams to Bombay 
Electric Light bill of March 
Gleaning charges 
Charges for fire 
Railway fare to Asansol 
Carriage to samples 
Postage 

Telegrams to Madras 
New filing cabinet 
(Delhi Office furniture A/c) 

Bus Fares 
Type writing paper 
Received cash from cashier 
New Type- writer 
(Delhi Office furniture A/c) 

Paid for postage 


99 


99 


99 


99 


99 


99 


99 


99 


99 


99 


99 


99 


99 


99 


1 

2 

2 

4 

5 

6 

7 

8 
9 

10 

11 

15 

20 

20 


99 


99 


99 


21 

22 

22 


99 99 99 

Railway fare to Dacca 


Rs. 

50*00 
0 22 
2*50 
5*44 
1*12 
062 
3*00 
0*78 
0*62 
1*00 
20*00 

0*37 
0*53 
200 00 
125*00 

3*87 

14.94 


[Hint: — Total Expenditure Rs. 187.86] 
Ans. Balance Rs. 62*14. 



268 


9. Record the following transactions in the Petty Cash Book : 


On 1st January Rs. 100 is given to the petty cash clerk, wha 
made the following payments : — 


Jan. 

2 

Stationery 

Rs. 

2*50 

Jan. 24 

Teiegrms 

Rs. 

32S 

99 

2 

Postage 

3*75 

99 99 

Taxi hire 

1-25 

99 

2 

Printing 

10*00 

25 

Printing 

5-00 

99 

7 

Taxi hire 

2*25 

99 99 

Cartage 

4*50 

99 

99 

Coolie charges 

3*50 

» 27 

Postage 

3-25 

99 

, 99 

Telegram 

2*25 

99 99 

Railway freight 

12-30 

99 

12 

4 

Cartage 

1*75 

99 99 

Watchman’s 

' •• 

• 

99 

12 

Ink 

2*62 


wages 

20*00 

99 

99 

Tips 

2*50 

99 99 

Sweeper’s 

20*00 

„ 20 Soap 

,, „ Coolie charges 

Ans. Cash Balance Rs. 

1*12 

2*25 

3*76. 


Wages 

• 


13 


Measurement of Business Income 

Business whether big or small is e^- 

A/c or an Income Statement to ft d t business but 

.owner of the business IS interested I . ^ officers, labourers 

also the creditors, investors, baje« me ^ ^ta 

and prospective ‘“,':®®*°7mnl^tLkbut rather the most complex and 

SSSr, l" >bU cljection ... m,i. que.tio.. „,s. : 

(i) What is profit or income ? 

(i7) How to find the accurate profit ? 

riAAnSiinn of Tncome. Income is the favourable change in 
wealth*^which results from business operation. For this P^tTOse we 
sec the value of assets in the beginning of the year and compare it 

XccordU to Smith, “Net income for the period is the excess ^ 

revenues realised during the period by a specific accounUng entity 
over the cost expired (including losses) during the same period. 

Why is Income Statement Compulsory 7 Success of the busi- 
ness can be known by the net business results during the accounting 
year For this purpose. Profit and Loss Account is preparea. w 
India and England it is prepared in the form of an account and m 
America it is prepared in the form of a statement and is called 
Income Statement. Some of its definitions arc given below : 

Paton and Paton — The income statement (sometimes referred 
to as the Profit and Loss Statement) may be defined as any syste- 
matic array of the revenues, expenses and other deductions and net 
income of a business enterprise for a stated period. 

In this connection Robert Anthony says, ‘‘The Statement which 
presents in brief the incomes, expenses and their- difference is called 
Profit and Loss Statement, or Statement of earnings or Statement of 
Operation . 

Matching Coat and Revenue. It has already been mentioned 
that any increase in the owner’s capital due to business operation is 
called Revenue and the cost of goods and Services incurred in the 
earning of this revenue is called Expense. Such expenses which do 
not result in any profit of the business are called Losses. Thus profit 
is the result of the following two factors — 
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(/) Revenue ; and 

(//) Expenses and losses. 

Income indicates inciease in profit of the business and expenses- 
indicate the loss. Thus if the income incieases, the profit also- 
increases, and^ the expenses increases the loss also increases. Thtia 
in order to measure the income of the business both revenues and 
expenses have to be matched. The difference between these two 
8li§w8 the Net Profit or Net Loss. The difference show's the net 
profit if the lev^ue is more than expenses and losses, the result 
shows a net loss if the expenses and losses are more than revenue. 
The net profit or net loss of the business is borne by the owmers of 
the business. Thus the net profit of busine:^s directly affects the capi- 
tal of the businessman. Net profit increases his capital and net loss 
decreases it. Thus those transactions which do not affect the capital 
of the businessman are not concerned with the profit of the business. 
This point can be further clarified with the help of the following, 
examples : 

(1) Purchased goods worth Rs. 1,000. This transactipn affects 
the goods and cash. The stock of goods will increase and cash will 
decrease. But the capital of the businessman will remain unaffected 
because neither it is an expense nor a revenue. Both the aspects of 
this transaction are concerned with the increase or decrease of the 

assets. 

(2) Received Rs. 2,000 from the Debtors. This transaction 
increases an asset on the one hand and decreases the Debtors on the 
other hand. Thus the capital remains unaffected. 


(3) Taken a Loan of Rs. 5,000 from the Bank. This transac- 
tion also dees not affect the capital of the businessman. On the one 
hand cash will increase and on the other hand Bark Loan will incre- 
ase in the Balance Sheet. 

(4) Paid Rs. 1,000 to the Creditors. Ibis transaction will also 
not affect the capital of the business because it will reduce the Credi- 
tors on the one hand and Cash Balance on the olherhand, 

(5) Foichased Coods on Credit for Rs. 3,000. This tiansE(> 
tion will on the one hand increase the stock of goods and the credi- 
tors on the other. Thus capital will remain unaffected. 


(6) Sold Goods for Rs. 4*0 Worth Rs. 3C0. When the business- 
man sells goods on profit it affects his capital. The analysis of this 
transaction will show that by selling goods. Cash 

ase by Fs. 4i0 and on the other hand goods wor.hRs. 300 will to 

reduced. Thereby the capital will be increased by Rs. 150. Thus 
Rs. 450 -Rs. 300= Rs. 150 is the profit of the business. 

Importance of the Accoentfag year— Accounting year haa a 
aoecial importance in the calculation of businew 
bMinessman cannot wait for the profit till 

particular period is assumed as accounting year. Generally, a perioa 
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, fr^T the accounting year.- 

of 12 months is taken matched with each other. 

Incomes and revenues of this peiioo ar 

Measurement of Revenue K„ciness expenses are match- 

For Finding out the evenue is .itched with the 

cd with the revenue and not that tn income and then 

exnenses This is why that we fif®t/:alculate ne 

thf expenses are matched with *^ 1 * ‘"co ; J j.from the total cost 

not yet expired (fe..unexp,red costs) are e 

and are shown on the assets side expire. When the income 

these are assets as long “ ^ “served it is treated as an expense. 

calculation ol the annual incomes . 

(1) Income and Cash receipts are not the s _ 

earned in a particular jear is t e , j particular year is 

always necessary that an many examples in 

received also in that particular y ' • . not received in 

a'i= s"" .... ... c-s 

receipts are income. Generally, revenue 

n't When is Income considered receivea. . or 

is considered as being realised in cash^or some 

services an furnished to the customers in exchange for cas 

other valuable consideration. earned 

The accountant believes that an income “ when aoods or 
when it is received. It is taken to be that date when & 

services aie jiven to the customers for cash c/ any connection ; 
sicn. Following points should be kept m mind m this connection ^ 

(/•) Physical goods. With regard to physical 8°°^® J* 

not supposed to have been earned when it is produ 
order is received nor when signed on the qi. 

supposed to be earned when the goods are loaded P 

the delivery is handed over to the buyer. 

(ii) Services. With regard to services the income is supposed 
to have been earned when the services are rendered. 


Main Exceptions 

(1) Gold Mines, Because the price of gold is 

taken out in a particular year is taken as the income of that y 

(2) Loog-term contracts. In case of long-term contracts it is 

difBcult to postpone the revenue till the completion of full contr 
In such case proportionate amount of revenue representing ’ 

of contract completed by the end of the year is realised even oeioie 

the completion of the contract. 

(3) Uncertainty. In case of uncertainty, revenue is n<^ 5^* 
sidered as being realised even when goods are despatched to 


customers For example, in instalment sale when seller has a doubt 
S buyers’ intentions of fulfilling the full contract, he considers only 
a part of the total revenue as realised. . This is normally in the ratio 
that instalments received bear to total instalments. 

Expenses and Losses. For profit calculation expenses and 
losses arc matched against the revenues of the same period. In this 
coDileetion we face two problems— 

(/) What criteria shall be used as a basis for association costs 
with present future periods 7 

(/7) How shall the expiration of cost (expenses) and losses be 
measured 7 

Criteria for Matching. For this purjwse expenses and losses 
are divided into the following three categories : 

(0 Direct cost; (i7) Indirect cost; and («/) Losses. 

(1) Direct Cost. Direct material and direct labour used in the 
production of certain goods is called direct cost. These expenses. can 
^ easily identified when the revenue takes place. For example, when 
ffoods are sold, the sacrifice of material and labour can be con- 
veniently determined. If sale is treated to be the revenue of a 
particular period, the related cost of material and labour can also be 
matched against the revenue of that period. Although, there are. 

many methods of invoicing the material, yet first-in. first-out (Fifol 

method is supposed to be the first. 

(2) Indirect costs. These costs cannot be identified with a 
specific revenue. Indirect costs relate to a particular period and can 
l^matched with the revenue of that period. At the end of financial 
neriod if it is felt that some portion of these indirect costs relate to 
fiWe revenue then that portion of these costs is to be matched 

against the present revenue. 

(3^ Losses Losses are those costs which fail to produceany 
revenue These can also be matched with revenue. The same 
CTiterion which was applied for indirect expenses is applied here. 
^nS losses have no potentials for producing the revenue m the 

future they are deferred. 

Measurement of Cost. With regard to measurement of cost 
there are two views : 

1 Traditional Approach. According to this approach the 
mnrkBt’ value of the goods is not taken into consideration and th-ir 
^?SuSt«mined on the basis oftheir original cost or cost price. 

?;!“ ?p“.°ed o. .he origin.! cost matched «i.h reveues. 
For example— 

it) A businessman purchased in the preceding 
- L fhp current vear at Rs. lOO. Here expenses of Rs. 80 will 

iL matcLd with the revenue of Rs. 100. The current purchase price 
?f thfgoods sow at the time the sale is affected is not considered 

because it is not actually paid. 



(iO Allhoasl. lliw “ftLTprecMio? 0»'”'>V “S 

fSTg^/rrUo “.!» of .b. 

CriS™. TUs approach la criticised on the ^ ^ 

‘'“to More ln.por»"» *» 'l^./r^e b'Sof’STrr.rba^ 

more &tive than the original cost pn«. definite. The pur- 

(h) The purchasing power of y Therefore, this 

fOO'l* *" 

Although traditional oP^oach is ftnfthe point of 

of accountancy yet It cannot^ ca d the credit of 

view of management because unoe ^ management has 

management is not given to the P , success of a particular 

“decide who should oS 

work or who is *'®®P°“V^!uf.f^nn*if this method is followed. For 
cannot make a reasonable decision if th« mem^ 

^r2§‘'^Bu^‘’?tVrpVe‘‘s^^ 

tepu;;ren"' V^ii^'appro.ch. Accountants foUowing 

this approach believe thy “The 

d“iKceTerwc4 r {Ueuient -^-Hoca^ S? = 

‘realised’ gains or losses from market fluctuations an p 
changes^ jrading A/c under Traditional Approach Method 


Cost of Goods sold 
Profit 


80 

20 

1 ^ a 

Sale of goods 

100 



100 


100 


TRADING ACCOUNT 


Cost of Goods sold 
Profit 


90 

20 


no 


Sale of Goods 

Realised gains from market 
fluctuations & price level 
changes 


100 


no 


B.B.K.(18)V11 
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Replacement value approach is better than the traditional 
method approach It not only reveals the same profit as disclosed 
by the traditional approach but also gives an additional information 
, regarding the profit or loss due to price fluctuations and price level 
' changes. 

Determination of Income 

Determination of income is the main problem of accountancy. 

The Accountant can compare the position of a business with its last 
year s position only by its income. The net income is determined 
for an assumed period of 12 months. This period of 12 months is 
suitable for comparison purpose. Owner of thp business, creditors 
investors, government officers, employees and prospective investors 
are equally interested in the income of the business. All schemes of 

income measurement start with the idea that the net income is the 

dinerence between gains and losses or income and expenses or reven- 
ues and costs. 

IVfethods of Determination of Income 

(1) Cash Basis. Under this method income is equivalent to 
cash received expense is equivalent to cash paid. Thus it is clear 
that the cash received in a specified period is the income of that 
period and the cash paid is the expense of that period. So the 
difference between the cash received and cash paid is the profi. If 
an amount related to that particular period is not received within 
that period, it is not considered .as the income of that period. Atddi- 
tional capital employed by the owner or borrowed from the creditors 
IS also not considered as the Income of that period. 

This method is very easy. So many persons favour it. Althou- 
gh It IS followed by small traders, doctors, lawyers and others yet 
this method is good under following circumstances : 

(0 When the business has only current assets and not fixed 
assets. 

(//) When all the transactions are for cash. 

07/) When all the receipts of a particular periods are 
realised in that very period, i.e , there are no advance receipts or 
earned revenues. 

(iV) The expenses should also be paid in that period, / e., there 
are no prepaid expenses. 

(v) There should also be no opening or closing stock. 

1 his method cannot be treated as a scientific method because 
the conditions mentioned above are not found in actual practice. So 
this method is not practicable. 

(2) Accrual Basis. This is more practicable and scientific 
system. To find out income under this method, accrued revenues 
during a perio|d are matched with accrued expenses. For the deter- 
mination of the period of receipt, the criterion is to see in which 
period it has accrued and not the period in which it has been recei- 
ved. Similarly, the expenses are also determined on the same basis. 
We have to see the period to which they are related and not the 
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period in which they are madT bu"t whe^^f cLt ex- 

ses recognised not ?/'®eat7o™of revenues. Revenue is recog- 

pires or is consumed in the cr cervices are performed or goods 

nised. as a general rule, at the received. Thus we can 

are supplied to customere, ° ^ calculated on ‘accrual basw 

say that under this .....v,-’ uasjs Here it should also be 

and are calculated on cost ®*P'ru exoenses should be related to 

mentioned that all the r®ven production unit or depart- 

the same accounting period and the same proouc 

"“‘under this system before determining income a„the necem^ry 

.xpe.,« 

matched. 


Illostration li-1 . . - k Ann 

Mr Rose started a business with a capita) of » oJ-rmn- 

paid Rs. 4,800 who’e year’s rent in advance and engaged an 
?ant on a monthly salary of Rs^ 500 to be paid on tj® 5th of the 

hill ^months interest at the rate of 3% 7^000 S 

During the final quarter he made a gross profit of 
out the profit of the above mentioned period if he uses 

(f) Cash Basis ; and (//) Accural basis of accounting. 

Solution 


(/) Cash Basis 

PROFIT AND LOSS ACCOUNT 



PROFIT AND LOSS ACCOUNT 
For the quarter ending on — 



Rs. 


Rs. 

To Rent (3 months) 

1,200 

By Gross Profit 

7,000 

To Salaries (3 months) 

1,500 


1 

To Interest on Loan 

1 


1 

(3 months) 

270 


1 

To Net Profit 

4,030 






7,000 

1 

a 





Those businessmen who prepare their accounts on Accrual 
Basis have to take into consideration the following : — 

1 . Accruals and Deferrals : 

O') Outstanding or Accrued expenses payable. 

(//) Accrued or outstanding income or income received in 
advance. 

(///) Deferred or prepaid expenses or expenses paid in advance. 

(iv) Deferred income or income received in advance or unearn- 
ed income. 

2. Cost expiration or Depreciation. 

3. Bad Debts. 

4. Closing inventory. 


Changes in the basis of Accountancy 

When accounts are changed from cash basis to 
following adjustments^ are necessary : 


accrual basis^ 


. . Outstanding expenses ; (2) Prepaid expenses ; (3) Depre- 
ciation ; (4) Stock-in-trade ; ^^5) Accrued income ; (6) Income receiv- 
ed in advance; (7) Provisiofa for Bad and doubtful debts ; (8) Reserve 
for discount on creditors and debtors. 


Causes of Increase or Decrease in Percentage of Gross Profit 

Net profit is/rery much affected by the gross profit When the 
gross profit is high it is expected that the net profit will also be high. 
Thus it is more advisable to find out the percehtage increase and 
decrease in the gross profit than the net profit. 

Causes of Per^ntage Increase hi Gross Profit. Following are 
the possible causes of percentage increase in gross profit : 

1 . When the cost price of the goods is less but the sale price 
is equal to or more than that of the last year. 

2. When the goods once sold are recorded twice in the 
account books. 


3. Goods purchased have not been recorded in the account 
books but it has been included in ths closing stock. 

4. When tlie closing stock has been overvalued. 

5. When the closhig stock has been undervalued. 

6. When goods sent on consignment has been included in the 
sale and unsold stock both. 

Causes of Percentage Decrease in Gross Profit. Following can 
be the causes of percentage decrease in the gross profit. 

1 . Purchases are recorded twice. 


^ These adjustments have been discussed in detail in the chapter on 'Final 
Accounts*. 


277 

t_ r<»rf*ived and also not 
2 Goods purchased have not een 

included in the closing stock. 

3. Closing stock is under-va ue . recorded. 

fi»r^ived from sale is not 

4. Some of the amo recorded although the 

5. Certain goods sold are not 

same has been delivered. businessman have 

6 Goods purchased for personal use of the bus.ne 

been recorded in the Purchases A/c. 

7 . Sales do not increase in proportion to the cost. 

do. iag Inventory or Stock ^ ^ manufacturer 

Every over^’t the end of the accounting 

always has something or purchased are not 

The total goods stock of unsold finished goods, a 

Whereas a finished goods, semi-finished goods 

manufacturer has the stoc . addition the manufacturer 

(work-in-progress) . stores which he uses for production 

liK IS mackte Su. ohcaiicl., sas, «c. Stock ,» ha.d 

'’'Jl’SuSt tte'valoc of this remalmnB «ock is properly assessed. 

The Principle of Valuation . . * 

While calculating the prfnciple.'°.e the 

‘So'Sd"^ ?o” ‘SdSri^ploa. it should be 
It at market rate woui _ market rate has gone down 

calculated at^s priw- ^^^ would result in loss.ithen the value 

should be calculated at market ^ 

ATforMamole cost price of the stock is presumed to be Rs. 5,000. 
If i/is boSit wouW cost say Rs. 6,500 and further presume 
that t Si be sold for Rs. 7,000. In such a case valuation will be 
made as Rs. 5,000. Now further suppose that the co^s were 
Rs. 3,000. In such a case it would be valued at Rs. 6,500 which 

is the cost of its replacement. 

The valuation is made by two methods. First a list or 
inventory is made which includes all the items of stock m hand at a 
replacement price and, the market price. Under the second ™eth^, 
the cost price, replacement price and the market 'once are shown. 
The goods are valued at the lowest price. 


Valuadon of Raw Material 

Some accountants fee! that since raw material is not meant 

price irrespective of 

the market price. However, some others feel that it should be valued 

at a price which is lower of the cost price and replacement price 

The argument advanced in this regard is that the price of the 

finished goods depends on the cost of raw material and as such raw 

material should be valued at cost price or replacement price, which- 
IS less* 

The value of stores is always calculated at cost price. 

ValnatioD of Finished Goods 

The valuation of finished goods is always made at the lea^t 
price out of cost price, replacement price or market price. The cost 
price m case of finished goods includes the cost of raw material and 
the manufacturing cost on that material On the hasi. tt,:. . 

cost per unit is calculated. As for example : 

Raw material r 3 3 qq 

^ Rs. 2,00,000 

ractory or Manufacturing expenses Rs. 1 ,00 000 


Total Manufacturing Cost 


Rs. 6,00,0C0 


Now suppose 6,000 units were produced. The cost per unit 

u/fii u* 6,00,000 

> /.e.,=Rs, 1,000 per unit. 

Valuation of Semi-Finished Goods or Work in-Progress 

The valuation of semi-finished goods is calculated by adding 
the cost which would have been incurred in its production. Suppose 
the c(Kt of raw material is Rs. 10,000, the wages Rs. 6,000 and other 
manufacturing expenses are calculated to be 60% of the wages. The 
calculation will be as under : ^ 


Cost of Material 
+ Wages 

+ Manufacturing exp. 
Total 


Rs. 10,000 
Rs. 6,000 
Rs. 3,600 

Rs. 19,600 


Meaning of Cost 

The ‘cost’ for a businessman means the ‘purchase price’ and 
the cartage (cost for bringing the goods up to godown) paid. The 

‘cost’ for a manufacturer means the cost of raw materials plus wrtage 
plus custom, duties, etc., plus wages and other expenses of the 
factory. However, it does not include the expenses for the oflSce 
establishment. 
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The valuation of 

decision of the management, costing 

quantity of stock available. i. 

According to financial accounting the cost 
calculated under the following met os. as FIFO 

1 . First in, Pi«^®"‘’il^presumpt on is made that the goods 

.an 

on Jan. 1 . 500 units were bought 3 per 

On April 1, 700 „ .. >• 4 _ 

On Aug. 1, 400 „ .. ’> ^ 2 

On Dec. 1, 200 

♦v»Qt 9^0 units are in hand at the close oi 
Now let us presume that 2^u ' . 

the year. The valuation will be done under . 

(Dec.) 200 units @ Rs. 2=200 X 2- Rs. 400 

(Aug.) 30 @Rs. 4= 50 x4^^_20U 




yy >y 


Cost of 250 units 


= Rs. 600 


7 Last in First Out, Method. It is abbreviated as LIFO 

calculated on the basis of the cost of goods purchased hrst. 

In the same illustration the co^t of 600 units remaining in hand 
will be calculated as under : 

(Jan.) 500 units @ Rs. 3=Rs. 1,500 
(Feb.) 100 @ Rs. 5=Rs. 50^ 

Total cost of 600 units Rs. 2,000 


3. Average Price Method. Under this method the cost of 
the stock in hand is calculated on the basis of the averages. The 
average is calculated in two ways. Firstly, simple average. This is 
based on the average of various costs at different time. Secondly, 
compounded average. This is based on total cost over a peuod and 
the total units bought. In the example given above the simple average 
cost will be calculated as under : 

. Rs. 3-1-Rs. 5+Rs. 4 FRs. 2 14 

Simple average= ^ =-4 

=Rs.3'50 each unit. 

If the stock in hand be 400 units the cost will be ; 

400xJ=Rs. 1,400. 

Under the second system the average cost will be caculated as: 
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Unit 

Price 

Total cost 

500 

Rs. 3 

1,500 

700 

A A A. 

Rs. 5 

3,500 

400 

Rs. 4 

1,600 

200 

Rs. 2 

400 

1800 


7,000 


Average cost per unit= ^r^=Rs. 3-89. 


Standard Questions 

1. What do you understand by the concept of matching cost and 
revenue 7 When is revenue said to be realised for accounting 7 

2. Explain the Cash Basis and Accrual Basis of accounting. Name 
the circumstances under which the former would be suitable. 

3. What iMy be possible reasons for an increase or decrease in the 
y^r^^ Profit of the current year as compared to previous 

4. What do you mean by Closing Inventory 7 What is the need 
of correct valuation of closing Inventory 7 

5. How would you determine the cost of the goods in the follow- 
ing cases— (0 Raw Material, (») Finished Goods, (/i7) Work-in- 
progress, (/v) Stores. 

6. Explain with the help of suitable illustrations the importance 
of the following in the measurement of business income— (0 
Outstanding Expenses, (//) Depreciation, (iff) Closing Stock. 

{AH India S.S.C. Exam., 1978) 

7. Write Notes : — 

(0 Matching Cost* with Revenue. 

(D.S.S C. Exam., 1978 2979 (C)) 

8. A manufacturer produces goods in January 1980, supplies 
goods in April 1980 and receives Gash in January 1981. State 
when the revenue is to be recognized. 

(D.S.S.C. Exam,, 1978 (C)) 

9. "'Revenue earned and cost of earning that Revenue should be 
properly identihec} for a period.’* Explain this statement. 

(D,S,S.C. Exam., 1979) 

10. Calculate business income from the following : 



Rs. 

Purchases (100 units) 

5,400 

Freight and Carriage 

600 

Rent and Advertising 

300 

Sales (75 units) 

5,400 


{D.SJS.C. Exam. 1979 (O 


Final Accounts With Complete 

Adjustments 


Important Adjostments 

1. Reserre for Disconot on Debtors and Creditors. Debtors 
are sometime allowed a discount to induce them for a prompt pay- 
mcnt. The traders maintain a Reserve for them which is called 
Reserve for discount on Sundry Debtors. It is shown on the debit 
side of P. & L. A/c and deducted from the Sundry Debtors in the 
Balance Sheet. It should be remembered that while calculating the 
Reserve for Discount, the Reserve for Bad Debts should be deduc- 
ted from the Sundry Debtors. For example, Debts are Rs. 10,000, 
Reserve for Discount is Rs, 500. A Reserve for Bad Debts @ 5% 
will not be calculated on Rs. 10,000 but on Rs. 9,500 (Rs. 10,000— 
Rs. 500). 

Similarly, our creditors may also allow us a discount for 
promit payment. This amount is calculated on creditors. It is shown 
on the credit side of the P. & L. A/c and deducted from the creditors 
in the Balance Sheet. 


Illustration 14-1 

On 31st December, 1980, it is found that the debtors’ balances 
on that date total up to Rs. 5,000. Provide reserve for Bad and 
Doubtful Debts @ 5% and for discount @ 2% on Sundry Debtors. 

Solntioo 

Reserve for discount on Debtors will be created on : 

Total Debtors 5,000 

Less Reserve for Bad Debts 500 

Rs. 4,750 ^%=Rs. 95 

Following entry is passed : 

Profit and Loss A/c Dr. 95 

To Reserve for discount 95 

(For reserve for discount on debtors created) 

Following entry is passed for Reserve for Discount on 
Creditors. 

Reserve for Discount on Creditors Dr. 

To Profit and Loss A/c 
(For reserve for discount on creditors created) 





2. Accrued Income or Income Earned but not Received. 
Sometimes it so happens that a trader earns an income but does not 
receive it up to the time of preparation of Final Accounts. Such an 
income is called income earned but not received or Accrued Income. 
For example, the trader receives an annual rent of Rs. 3,000 on his 
building but up to the time of preparation of Final Accounts he has 
received only Rs. 2,500. He is still entitled to receive Rs 500 more. 
An adjustment is necessary for this amount before the final Accounts 
are prepared otherwise the net profit will be reduced by Rs, 500. 
This amount is shown on the credit side of P. & L. A/c and on the 
Assets side of the Balance Sheet. 

Its journal entry will be as follows : 

Accrued Rent A/c Dr. 500 

To Rent A/c 500 

(For accrued rent brought in the books) 

nr PROFIT & LOSS ACCOUNT Cr 


500 


Dr, 


Cr 



By Rent A/c 
Add Accrued 

2,500 

Rs. 

Rent A/c 

500 

3.000 


BALANCE SHEET 



Accrued Rent 


Rs. 

500 


3. Unearned Income or Income Received in Advance, Some- 
times the trader receives some amount in advance which is more 
than what he should have received in the current year for a particu- 
lar item. Such an amount is a Liability for him. For example, 
Raicnder Gupta, has to receive Rs. 1,200 as Rent during the year 
from his tenant, but the tenant paid Rs. 1,500, Rs. 300 has been 
received in advance which is concerned with the next year. Thus 
in the P & L. A/c it will be shown as Rent received in advance 
on the credit side and in the Balance Sheet it will be shown as 
Liability. Its adjustments will be as follows : 

Rent A/c Dr. 300 

To Rent received in Advance 300 

(For rent received in Advance brought into books) 


iCr.) 


PavOFIT and loss a/c 


BALANCE SHEET 
{Liabilities) 


Dr. 


Dr. 


By Rent A/c 
Less Rent 

Received in 
Advance A/c 


Dr. 

1,500 


300 


Rent Received 
in Advance 


300 


i,200 




4. Manager's Commission. Generally, the manager is paid 
a salary. BuC to increase his efficiency he is also paid a commission 
at a specific rate. It can be given on the following basis ; 

(/) On Sales Basis. Manager is given a commission accord- 
ing to the sales. For example, Harish Kumar Gupta gives 5% 
commission to his manager. His sales are Rs. 20,000. The Manager’s 
Commission will be as follows : 

20,000 X Rs. 1,000 


(//) On Profit Basis. Sometimes the manager is given com- 
mission on the basis of profit. For example, Harish Kumar Gupta 
earns a profit of Rs. 10,000 and the Manager is given a commission 
of 5%- This commission will thus be as follows : 

10,0C0x~ =Rs, 500 

Now the profit after calculating the manager’s commission 
will remain 10,000 — 500=Rs. 9,500. 

But sometimes the Manager is entitled to a-commission of 5% 
of net profit after deducting such commission. Now if the com- 
mission is calculated at 5% on Rs. 9,500 it will come to Rs. 475. 
The following method can be followed : 

Percentage of Commission 
1 00 -h Percentage of Commission ^ Profit 

Thus the Manager’s Commission will be 


5 

100-1-5 


X 10,000 



X 10,000= Rs. 476*20 (Appx.) 


The commission is debited to the P. & L. A/c and shown as 
a liability in the Balance Sheet. 

5. Accidental Losses. Sometimes the goods are destroyed 
by fire in tfie godown or earthquake. If the goods purchased for 
resale, are destroyed the following entry will be passed : 

Loss by Fire A/c Dr. 

To Trading A/c 

(For goods destroyed by firej 

If some fixed asset is destroyed the entry will be ; 

Loss by Fire A/c Dr. 

To Furniture A/c 

(For furniture destroyed by fire) 

If the goods have been insured and full claim is received the 
entry will be ; 

Insurance Co.’s A/c Dr. 

To Loss by fire 

(For Loss recovered from Insurance Co.) 



Dr, 

Dr, 


If the claim is recovered in part the entry will be : 

Insurance Co.’s A/c 
P. & L. A/c 

To Loss by Fire A/c. 


(For 


Partial claim received froi 
debited to P. & L. A/c.) 


M 


Insurance Co. 


and balance 


6. Deferred Revenue Expenditirae. When a huge amount is 
spent on an expense and its effect is to last for a long time, it is 
called Deferred Revenue Expenditure. It is not desirable to charge 
such an expenditure against the P. & L. A/c of that year. It should 
first be estimated as to for how many years its benefit will continue. 
The amount of expenditure should be divided by this estimated 
number of years and the Profit and Loss A/c of the current year 
should be charged with this amount. Rest of tte amount should be 
shown on the Assets side of the Balance sheet. For example. Ram 
& Co spent Rs. 20,000 on advertisements and it is estimated that 
its benefit wiU last for 5 years. Thus for 5 years Rs. 4,000 will be 
charged to the P. A L. A/c of the current years and the balance will 
go to the Assets side of the Balance Sheet. 




SUMMARY OF ADJUSTMENTS 


Adjustments 


Trading and Profit and 
Loss Afc 


1, Closing Stock 

2 Outsianding 
Expenses 

3. Prepaid, paid in 
advance or Un- 

cxpired'Expenses 
4 Depreciation 


5. Interest on 
Capital 

I 

6. Bad Debts 
Reserve 

7. Interest on Loan 


8. Accrued Income 
on Income due 
but not received. 


9. Uneaitied Income 
or Income recei- 
ved in advance 


Shown on the credit side 
of Trading A/c 

Added in the concerned 
expense in the Trading or 
Profit & Loss A/c 

Deducted from the con- 
cerned expense in the Tra- 
ding or P. & L. A/c 

Shown on the debit side of 
P. & L. A/c 


Shown on the debit side 
of P. & L. A/c 

Added in the Bad Debts in 
the P. & L. A/c 

Shown on the Dr. side of 
P. and L. A/c 


Added in the concerned 
amount on the Cr. side of 
the P, & L. A/c 


Deducted from the concer- 
ned amount on the Cr. side 
of P. & L. A/c 


10. Reserve for Dis- Shown on the Dr. side of 
count on Debtors P. & L. A/c 


11. Reserve for Dis- 
count on Credi- 
tors 

12. Deferred Revenue 
Expenditure 


Shown on the Cr. side of 
P, & L. A/c 


Only part of the expense 
related to that year is shown 
on the Dr. side of P. & L. 

A/c 


Balance Sheet 


Shown on the Assets side 
of Balance Sheet. 

Shown on the Liabilities 
side of Balance Sheet. 


Shown on the Assets side 
of Balance Sheet. 


Deducted in the Assets 
side of the B/S from the 
concerned asset. 

Added in the Capital on 
the liabilities side of B/S. 

Deducted from Debtors 
in the Assets side of B/S. 

• 

Added in .the amount of 
Loan in the Liability side 
of B/S. 

Shown in the Assets side 
of B/S. 


Shown in the Liabilities 
side of B/S. 


Deducted from Sundry 
Debtors in the Assets side 
of B/S. 

Deducted from Sundry 
Creditors in the Liabilities 
side of B/S. 

Expense of the related 
year is deducted from the 
total expenses in the Assets 

side of B/S. 


Typical Adjustments 

(1) Loss of Goods from Fire 
of two types : 


■Loss of goods from fire can be 


(/) When goods have not been insured— When the goods are not 
insured and there is loss from fire, it is shown on the credit side of 
Trading A/c and on the debit side of P. & L. A/c 
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in) When goods have been insured — This loss is also shown on 
the credit side of Trading A/c on the Assets si le of B/S because the 
amount will be recovered from the insurance company. 

(2) Goods given away as charity, drawings or free samples ~ 
These are credited in the Purchases and debited in the concerned 
expenses : 


Charity A/c 

Dr. 

Drawings A/c 

Dr, 

Free Samples A/c 

Dr. 

To Purchases 



These amounts will be deducted from the Purchases on the Dr, 
side of Trading A/c. Drawings will be deducted from tbe capital in 
the liabilities side. Charity and free samples will be shown on the 
Dr. side of P. and L. A/c. 

(3) Sending goods on sale or return basis— A businessman sends 
goods worth Rs. 400 on sale or return basis for Rs. 600. It is 
recorded in the sales by mistake Its adjustnlent will be done at three 
places. 

(/) Rs. 600 will be deducted from Sales in the Trading A/c 
because it is not actual sale. 


A/c. 


(//) Rs. 400 will be added in the closing stock in the Trading 


(///) Rs. 600 will be deducted from the Debtors in the B/S. 


(4) Adjusted Purchases —In some businesses, the opening stock 
and the closing stock are adjusted in the purchases A/c. This is done 
to have a comparative study of the items. The following entries are 
passed in this connection : 

(/) Purchases A/c Dr. 


To Opening Stock A/c 


By recording this entry the opening stock A/c is closed and the 
total of purchases increases. 

(//) Closing Stock A/c Dr. 

To Purchases A/c 


By doing this, the total of purchases is increased and closing 
stock A/c is opened. This adjusted purchases A/c is shown on the 
debit side of the Trading A/c and the closing stock A/c is shown as 
an asset in the balance sheet. 


Rules of Preparing Trial Balance 

When balances of the accounts are given and it is asked to 
prepare Trial Balance from these balances, we should follow the 
following rules ; 

(/) All expenses and losses are debit balances — As all expenses 
and losses are debit balances they are shown on the debit 



side g*. Purchases, Wages, Import and Export Duties, Postage and 
Telegram .expenses. Discount allowed. Salaries, Return Inwards, 
Intcrfcst paid. Electricity, Stationery, Telephone Expenses, Insurance, 
Office expenses. Repairs, etc. 


(//) All incomes and gains are credit balances — As all incomes 
and gains are credit balances, they are shown on the credit side, 
e.g.. Sales, Purchases Returns, Interest receieed. Commission received 
Discount received. Interest on investment, Apprenticeship Premium. 


(///) All Assets, Drawings and Reserve on Liabilities are debit 
balances. All these are shown in the debit side of the Trial Balance, 

Plant and Machinery, Cash in hand 
and Cash at Bank, Accrued income, Prepaid expenses. Discount on 
Creditors, Goodwill, etc. 


(/v) Capital, Reserve on Assets, Reserves created out of Profit 
and other Liabilities are credit balances. As they are all credit 
balances they are shown on the credit side of the Trial Balance, c.g.. 
Loan, Bills Payable, Outstanding expenses Bank Loan. Reserve for 
Bad Debts, Discount on Debtors, General Reserve, Reserve Fund, 
Provijdent Fund, etc. 

(v) Opening stock is a debit balance. 


lUastratiou 14-2 


Correct the following Trial Balance drawn up by a 
giving reasons for your correction : — 


II 


erebant 


Dr. 

Rs. 

Capital 

Furniture & Fixture 

Deposit with Bank 15,000 


II 


Miscellaneous receipts 1,500 

Sundry Creditors 

Sundry Debtors 7,000 

Discount allowed 

Discount received 400 

Purchases 60,000 

Sales 

Returns Inwards 1 ,000 

Returns Outwards 

Carriage Inwards 1,500 

Carriage Outwards 

Salaries and Wages 5,000 

Miscellaneous Expenses 

Cash in Hand 250 

Opening Stock 1 1 ^400 

Closing Stock SJOO 


Cr. 

Rs. 

20.000 

2,000 


2.500 
500 

80,000 

1.500 
1,000 
2,000 


Total 1,09,500 


1,09,500 
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(CORKECTED TR14L BALANCE) 

TRIAL BALANCE 
as on.,. 

Dr. 


Name of the Accounts 


Capital A/c 
Furniture & Fixtures 
Deposit with Bank 
Interest Received from Bank 
Miscellaneous Receipts 
Sundry Creditors 
Sundry Debtors 
Discount allowed 
Discount received 
Purchases 
Sales 

Returns Inward 
Returns Outward 
Carriage Inward 
Carriage Outward 
Salaries and Wages 
Miscellaneous Expenses 
Cash in band 
Opening Stock 


Amount 

Rs. 


2.000 

15,000 


Cr, 


Amount 

Rs. 



20,000 


750 

1,500 


myj 


400 

80,000 

1.500 


7.000 
500 

60.000 

1^000 

1,500 

1,000 

5.000 

2.000 

250 

11,400 


1,06,650 I 1,06,650 


Closing Stock Rs. 5,700 


Blnstration 14-3 

A Book-keeper has submitted to you the following Trial 
Balance wherein the totals of the debit and credit balances arc not 
equal : 

Debit Balances Credit Balances 


Capital 


7,670 

Cash in hand 


30 

Purchases 

8.990 


Sales 


1 1 .060 

Cash at bank 

88 : 


Fixtures and fittings 

225 


Freehold Premises 

1,500 


Lighting and Heating 

65 

825 

Bills Receivable 


Returns Inward 


30 

Salaries 

1,075 


Creditors 


1,890 

Debtors 

5 .;oo 


Debtors in the bcgnning 

^000 

- 
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Printing 
Bills Payable 

Rales, Taxes and Insurance 
Discount received 
Discount allowed 


225 


1.875 


190 


445 

200 

24.175 

21.705 


You are required to : 

(/) Redraft the trial balance correctly. 

(:i\ Prepare a Trading and Profit and Loss Account and a 
^ ^ Balance Sheet after taking into account the following 

adjustments : 

(a) Stock in hand at the end the year was valued at 
Rs. 1.800. 

{b) Depreciate Fixtures and Fittings by Rs. 25. 

(c) Rs. 35 was due and unpaid in respect of Salaries. 

(d) Rates and Insurance had been paid in advance to the 
extent of Rs. 40, 


Solution 


(/) REDRAFTED TRIAL BALANCE 


Particulars 


Capital 
Cash in hand 
Purchases 
Sales 

Cash at Bank 
Fixtures & Fittings 
Freehold Premises 
Lightine & Healing 
Bills Receivable 
Returns Inwards 
salaries 
Creditors 
Debtors 

Stock in the beginning 

Printing 

Bills payable 

Rates, Taxes & Insurance 

Discount received 

Discount allowed 


Debit Balances 
Rs. 


Rs. 


Credit Balances 
Rs. 



7,670 


11,060 


1,890 


1,875 

445 


22,940 


E.B.K. (19) XI 
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TRADING AND PROFIT AND LOSS AiXOUNT 


For the year ending... 


Particulars 

Rs. 

Particulars 

Rs. 

To Opening Stock, 


By Sales 11.060 


„ Purchases 


Less: Returns Inwards 30 


,, Gross Profit c/d 






„ Closing Stock 



12.830 


12.83o' 

To Lighting & Heating 

65 

By Gross Profit b/d 

84o"" 

„ Salaries 1,075 


„ Discount Received 

445 

Add'. Salaries unpaid 35 


„ Net loss t/f to 


To PrinUng 

1,110 

225 

' Capital A/c 

490 

„ Rates, Taxes A 




Insurance 190 




Less: Prepaid Rates 




& In^ 40 

• 




150 



,, Discount allowed 




„ Depreciation on 




fixtures & fittings 

25 




1,775 


1.77$ 


BAUANCB SHEET 


As on 



From the followiog balances extracted from the books of 

Radbey Lai Gapta^ prepare a Trading and ^ofit and Loss Account 

for the year ending 3l8t December, 1980 and a Balance Sheet as on 
that date : 


Rs. 

20,500 

15,000 

3.400 


Capital Account 
Trade Creditors 
Creditors for Expenses 
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Rent Received 
Purchases Returns 
Sales 

Bad Debts Reserve, 1st Jan., 1980 

Advertising Development 
Goodwill 

Plant and Machinery 

Furniture and Fittings 

Stock on 1st January, 1980 

Sundry Debtors 

Cash at Bank 

Cash in hand 

Drawings 

Purchases 

Carriage inwards 

Manufacturing Wages 

Factory Fuel and Power 

Rent, Rates & Insurance 

Salaries and Wages (General) 
Discount Received 
General Charges 
Sales Returns 
Travellers’ Commission 
Travellers Salaries 
Discount allowed 
Repairs and Renewah 


300 

2.000 

1,44,800 

300 

4.000 
2,500 

10,000 

].350 

16.000 

7.300 
1,000 

55 

2,500 

85.500 
750 

11.500 

4.500 
9,950 

15,700 

900 

4.300 
300 

1.445 

4,550 

2.500 

1.500 


The closing stock was valued at Rs. 1 1.500. Depreciate Plant 
ard Machinery by 10% and Furniture and Fittings by 20%. Increase 
Bad Debts ' Reserve to Rs 1,000. Write off 50% of the Advertis- 
ing Development Jnsurance Premium is prepaid to the Amount of 

Rs. 600. 
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Solution 


TRADING & PROFIT & LOSS ACCOUNT OF 

MR. RADHEY LAL GUPTA 

For the year ending 3Ist Dec. J980 


Particulars 


Amount 


Particulars 


Amount 


To Opening Stock 

Rs. 

16,000 

„ Purchases 85.500 

Less: Returns 2,000 

■ > — 

83,500 

„ Carriage Inwards 

750 

Manufacturing Wages 

11,500 

„ Factory, Fuel and 

Power 

4.500 

,, Gross Profit c/d 

39,750 


1 ,56.000 


To Bad Debts Reserve 

1,000 

Ltss\ Old Reserve 300 

„ Advertising 

Development 4,000 
Less: Written off 2.000 

„ Rent, Rates & 

Insurance 9,950 

Less: Prepaid 600 

„ Salaries & Wages 
„ General Charges 
„ Travellers* Commis- 
sion 

„ Travellers’ Salaries 
„ Discount 
,, Repairs 
„ Depreciation on : 

Plant 1.000 

Furniture 270 


700 


2.0C0 


9.350 

15,700 

4,300 

1,445 

4,550 

2.500 

1.500 


By Sales 1,44.800 

Less: Returns 3C0 

By Closing Stock 


Rs. 


1,44,500 

11,^00 


By Gross Profit b/d 
„ Rent 
„ Discount 
„ Net Loss transferred 
to Capital A/c 


1,56,000 


39,750 

300 

900 

2.365 


1.270 


43,315 


43.315 





balance sheet 


Liabilities 


Amount 


Assets 


Capital . 
Less: Drawings 


Less: Net Loss 

Creditors 
Creditors for 

Bxp. 


20,500 

2,500 

18,000 

2,365 



Cas^ in hand 
Cash at Bank 

Stock 7 30* 

Debtors 

Less: Reserve for I^/[^qoO 

plant and mnno 

Machinery 10.0°° 

Less: Depreciation 


Furniture 
Less: Dep. 


1,350 

270 


Amount 


Rs. 

55 

1,000 

11,500 


6,300 


Advertising Development 

Insurance Prepaid 
Goodwill 


34,035 


9,000 


1.080 
2 000 

600 

2,500 


34.035 


Dlnstration 14 following Trial Balance of 

Rama?ao wL talfen out. Prepare final accounts for the year after 

making the following adjustments : j ,no/ 

ia) Depreciation 5% on P'^ntand Machinery and 0 4 on 
putiirVc and FiltinBs ’ (b) Reserve for March rent unpaid Rs i:>u , 
5 for Bad’ Debts 2f% on Sundry Debtors ; (t/) Insi^ance 

JLpM o. 31S. Match, llsh R, 70 ; W 

Rs. 800 and Salaries Rs. 350 ; (/) Stock on 3lst March, 198 

Rs. 16,580. 

TRIAL BALANCE 


Dr, Balances 

Plant and Machinery 
Fixtures and Fittings 
Factory Fuel and Power 
Office Salaries 
Lighting (Factory) 
Travelling Expenses 
Carriage on Sales 
Cash at Bank 
Cash in hand 
Sundry Debtors 
Purchases 
Wages 

Rent and Taxes 
Office Expenses 
Carriage on Purchases 


Rs, 

55.000 

1,720 

542 

3,745 

392 

925 

960 

2.245 

68 

47,800 

83,290 

9.915 

1.765 

2,778 

897 
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Discount 

Drawings Account 
Stock 1st April, 1979 
Manufacturing Expenses 
Sales Returns 
Insurance 

Cr. Balances 

R. Ramarao's Capital 
Sales 

Sundry Creditors 
Purchases Returns 
Bills Pajable 

Solution 

The following are the adjusting entries ; 

JOURNAL ENTRIES 


422 

6.820 

21.725 

2.680 

7.422 
570 

93.230 
1.26. 177 
22,680 
3.172 

6.422 


Date 


Particufars 


Depreciation A/c Dr. 

To Plant & Machinery 
To Fixtures & Fittings 
(For provision for depreciation on Plant 
& Machinery @ 5% and Fixtures and 
Fittings @ 10%) 


L.F 


Dr. 

Amount 

Rs. 

2,922 


Cr. 

Amount 

Rs. 

2.750 

172 


Fro6t and Loss A/c Dr. 

To Reserve for Doubtful Debts A/c 
(For Provision for Bad Debts created 
at 2^% on Sundry Debtors of 
Rs. 47,800) 


1,195 


1,195 


Rent and Taxes A/c Dr. 

Manufacturing Wagis A/c „ 

Salaries A/c , , 

To Outstanding Creditors A/c 
(For the provision for expenses outstan- 
ding on 31 March. 1980) 


150 

800 

350 


1,300 


Prepaid Insurance A/c Dr. 

To Insurance A/c 

(For the entry to adjust Unexpired 
Insurance) 


Purchases Returns A/c Dr. 

To Purchases A/c 

(For the transfer of Purcha cs Returns 
to the latter A/c) 


3.172 


3,172 


Sates A/c Dr. 

To Sales Returns 

(For the transfer of Sales Returns to 
the former A/c) 


7,422 


7,422 


2^5 


Trading A/c 
To Stock A/c 
Purchases A/« 
Manufacturing Wages A/c 
,, Expenses A/c 

Carriage on Purchases A/c 
Fuel and Power A/c 
„ Factory Lighting A/c 
(For the transfer of latter's A/cs 
former's A/c) 


»9 

99 

99 

99 

99 

99 


to the 


Sales A/c 

To Trading A/c * . a 

(For the transfer of former s A/c to the 

latter's A/c) 


Stock A/c ^ 

To Trading A/c 

(For the entry transfer of sales to the 
latter's A/c) 


profit and Loss A/c 
,To Salaries A/c 
. Office Expenses A/c 
Rent and Taxes A /c 
Carriage Outwards A/c 
Travelling Expenses A/c 
Insurance A/c 
Discount A/c 
Depreciation A/c 
the transfer of various 


Dr. 


99 


99 

99 


99 


99 

(For 


expenses 


Account to the Profit and Loss A/c) 


Profit and Loss A/c Dr. 

To Capital A/c 

(For the transfer of net profit to Capital 

A/c) 


Capital A/c Dr. 

To Drawings A/c 

(For the transfer of Drawings A/c to 
the former’s A/c) 


Rs. 

1.17.069 


1,18,755 


16,580 


14,517 


2,554 



6,820 


Rs. 
21,725 

8 t ,118 

10,715 

2,680 

897 

542 

392 


1,18,755 


16,510 


4,095 

2,77 H 

1,915 

960 

925 

500 

422 

2,922 


2,554 


6.820 




TRADING & PROFIT & LOSS ACCOUNT OF R. RAMARAO 

For the year ending BIst March, 1980 


1 . 


2 . 


3 . 


Figure of Salaries comes as follows : 

3,745+350 (outstandiDg)=Rs. 4.095 

Figure of Rent and Taxes comes as follows : 
1,765+150 (unpaid)=Rs. 1,915 

Figure of Wages comes as follows : 

9,915+800 (outstanding) =Rs. 10,715 


Particulars 

Amount 

1 

Particulars 

Amount 

p 

Rs. 

Rs. 

R$. 

Rs. 

To Stock, 1-4-1979 

21,725 

By Sales 1,26.177 


„ Purchases 83,290 


Less: Returns 7,422 


Less: Returns 3,172 



1,18,755 


80,118 

By Stock (31 March, 1980) 

16,580 

„ Manufacturiog Wages 

li ,715 



„ Expenses 

2,680 



„ Carriage on Purchases 

897 

> 


„ Fuel and Power 

542 



,, Factory Lighting 

392 



„ Gross Profit c/d 

18,266 




1,35.335 


1.35.335 


= a a » B s 


« » ss S5 a =S 

To Salaries 

4,095 



„ Office Expenses 

2,778 

By Gross Profit b/d 

18,266 

„ Rent and Taxes 

1.915 



,, Carriage outwards 

960 



., Travelling Expenses 

925 



,, Insurance 

500 



„ Discount 

422 



Reserve for Doubtful 




Debts 

1,195 



,, Depreciation On : 




Plant and Machinery 




at 5% 2,750 




Fixtures and 




Fittings at 




10% 172 





2,922 



„ Net Profit transferred 




to Capital A/c 

2,554 




18,266 


18.266 


i 






297 


balance sheet of r. ramarao 

As on 31st Marche 1980 


Liabilities 


Sundry Creditors 
Bills Payable , 
outstanding Expenses 

Capital A/c : 

Balance on 1st April 

1979 93,230 

Add: Net Pro6t 

during the year 2»554 


95,784 

less: Drawings 

during the year 6,820 


Amount 


22,680 

6,422 

1,300 


88,964 


1,19,366 


Assets 


Cash in hand 
Cash at Bank 
Sundry Debtors 
Less: Reserve for 
Doubtful Debts 
at 2i per cent 


47,800 


1,195 


Stock 

Fixtures and Fittings 1 ,720] 


Less: Depreciation 
at 10 per cent 


172 


Plant & Machinery 55,000| 

Less: Depreciation 

at 5 per cent 2,75< 

Prepaid Expenses 


Amount 


68 

2,245 


46,605 

16,580 


1,548 


52,250 

70 


1,19,366 


Ulastration 14-6 

Prepare Trading and Profit 
from the following particulars as 


Debit Balances 
Cash in hand 
purchases 
Returns 

Establishment charges 

Taxes & Insurance 

Bad Debts 

Sundry Debtors 

Investments 

Stock on 1st Jan,, 19 

Drawings 

Furniture 


Rs, 

1.500 
12,000 

1,000 

2.500 
500 
500 

5.000 

4.000 

3.000 
1,400 

600 


& Loss Account and Balance Sheet 
on 31st December, 19... 



Rs. 

Bills Receivable 

3,000 

Credit Balances 


Capital 

10,000 

Bank Overdraft @ 5% 

2,000 

Sales 

15,000 

Returns 

2.000 

Bad Debts reserve 

1,000 

Creditors 

1,850 

Commission 

500 

Bills payable 

2,500 

Collected sales tax 

150 


Further, you are required to take into consideration the follo- 
wing information : 

{a) Salary Rs. 100 and Taxes Rs. 400 are outstanding but 
Insurance Rs. 50 prepaid. 

(Jb) Commission amounting to Rs. 100 has been received in 
advance for work to be done next ye^r. 

(r) Interest accrued on Investments Rs. 210. 

(d) Bad Debts Reserve is to be maintained at Rs. 1,000. 

{e) Depreciation on Furniture is to be charged at 10%. 

(/) Stock on 31st December, 19-. was valued at Rs. 4,500. 


SolotlOD 




TRADING & PROFIT & LOSS ACCOUNT 
For the yw ending 31st Dec,^ 19... 


Particulars 

Rs. 

Particulars 

Ra. 

To Opening Stodk 

Purchases 12,000 

Less: Purchases Returns 2,00( 

3,000 

By Sales 

Less: Sales Returns 

1 

15,000 

1,000 

14,000 





To Gross Profit c/d 

By Closing Stock 


4,500 

To Establishment charges 2,500 
Add: Salaries outstanding 100 

18.500 

2,600 

By Gross Profit b/d 

By Commission 

500 

18 500 

To Taxes and Insurance 500 
Add: Outstanding taxes 400 

Less: Unearned Com. 100 

400 


By Investment Accrued 
Investment 

on 


900 

Less: Prepaid Insurance 50 

850 

100 

i 

1 

210 

To Interest on bank overdraft 
To Bad Debts 500 

Add: Provisions for 

Doubtful Debts 1,000 




1,500 

Less: Existing provision 1,000 

500 




To Depreciation for furniture 
To Net Profit t/f Capital A/c 

60 

2,000 


1 



6,110 


1 

6.110 


BALANCE SHEET 
As on 31st Dec.^ 19... 


Liabilities 

Rs. 

Assets 1 

Rs. 

Bills Payable 

Sundry Creditors 

Sales Tax 

Outstanding expenses : 
Salaries 

Taxes 

100 

400 

1 

2,500 

1,850 

150 

Cash in hand 

Bills Receivable 
Investment 

Add: Accrued Interest 

4,000 

210 

1,500 

3,000 

4,210 

50 

A. enn 

500 
100 1 

Prepaid Insurance 


Commission unearned 
Bank overdraft 

Add: Interest on bank 
overdraft 

1 

2,000 

Sundry Debtors 

Less: Provisions for b/d 

5.000 

1.000 

4,000 

100 

2.100 

Furniture 

Less: Depreciation 

600 

60 

Capital 

Add: Net Profit 

10,000 

2,000 

540 


1 


Less*. Drawings 

12,000 

1,400 

10,600 


1 




J 7,800 





Note : (/) The term ‘Establishment* stands for salary of staff, 

{ii) Collection of Sales Tax is our liability. 






niustration 1 4-7 

The following is the Trial Balance of Madho Prasad on 31st 


December, 1979 : 


Debit Balances : Rs. 

Cash in hand 540 

Cash at Bank 2,630 

Purchases 40,675 

Return Inwards 680 

Wages 10,480 

Fuel & Power 4,730 

Carriage on Sales 3,200 

Carriage on Purchases 2,040 

Stock Account (1st Jan.) 5,760 
Buildings 30,000 

Freehold Land 10,000 


Rs. 

Machinery 20,000 

Patents 7,500 

Salaries 15,000 

General Expenses 3,000 

Insurance 600 

Drawings 5,245 

Sundty Debtors 14,500 

Credit Balances : 

Sales 98,780 

Returns Outwards 500 

Capital 71,000 

Sundry Creditors 6,300 


Taking into account the following adjustments, prepare Trad- 
ing and Profit and Loss Account and the Balance Sheet : 

(fl) Stock in hand on 31st December, 1979 is Rs. 6,800. 

(b) Machinery is to be depreciated at the rate of 10% and 
Patents at the rate of 20%. 

(c) Salaries Outstanding Rs. 1,500. 

(d) Insurance includes a Premium of Rs. 170 on a policy 
expiring on 30-6-1980. 

(e) Wages included a sum of Rs. 2,000 spent on the erection 
of a cycle shed for employees. 

(/) Provide for Bad and Doubtful Debts at the rate of 5% on 
Sundry Debtors. 


I 


I 



Solution 
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Dr. 


TRADING & PROFIT & LOSS ACCOUNT 
For the year ending 3Ist Dec.^ 1979 


Cr. 


To Opening Stock 
To Purchases 
Less: Returns 
Outwards 


Rs. 

40,675 

500 


To Wages 
To Fuel & Power 
To Carriage on Purchases 
To Gross Profit c/d 


Rs. 

5,760 


40,175 

8,480 

4,730 

2,040 

43,715 


1,04,9U0 


By Sales 

Less: Returns 
Inwards 

By Closing Slock 


Rs. 

98.780 

680 


Rs. 

98,100 

6,800 


1.04,900 


To Salaries 
Add: Outstanding 


15,000 

1,500 


To Carriage on Sales 
To General Expenses 
To Insurance 600 

Less: Prepaid 85 

To Provision for Bad 
& Doubtful Debts 
To Depreciation on : 
Machinery 2,000 

Plant 1,500 

To Net Profit transferred 
to Capital A/c 


16,500 

3,200 

3,000 

515 


725 

3,500 

16,275 


43,715 


By Gross Profit b/d 


BALANCE SHEET OF MADHO PRASAD 
As on 31st December, 1979 


43, -15 



Liabilities 


Rs. 


Assets 


Rs. 


Sundry Creditors 
Salaries Outstanding 
Capital : Balance in the 
beginning * 71,000 

Add: Profit during 

the year 16,275 


Less: Drawings 


87,275 

5,245 


6,300 

1,500 


82,030 


89.830 


Cash in Hand 
Cash at Bank 
Sundry Debtors 14,500 

Less: Provision for 
Bad & Doubtful 
Debts 725 


Insurance Prepaid 
Stock in Hand 
Freehold Land 
Buildings 


Machinery 

20,000 

Less: Depreciation 

2,000^ 

Patents 

7,500 

Less: Depreciation 

1,500 


540 
2 630 


13,755 

85 



89,830 
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Illostration 14-8 

On 3 1 St Dec., 1979 the following Trial Balance has been copied 


from the books of a merchant : 

Rs. Rs. 

Dr. Balances : Dr. Balances : 

Drawings A/c 3,000 Rates, Taxes and Ins. 3,891 

Sundry Debtors 19,100 Advertisement 2,264 

Interest on Loan 200 General Expenses 4,489 

Cash in hand 3,050 Bills Receivable 6,882 

Stock (1-1-1979) 5,839 Cr. Balances'. 

Motor Vehicles 9,000 Capital Account 30,000 

Cash at Bank 4,555 Sundry Creditors 8.401 

Land and Buildings 12,000 Loan on Mortgage 8,500 

Bad Debts 625 Bad Debts Reserve 710 

Purchases 67,458 Sales 1,11,243 

Sales Returns 7,821 Purchases Returns 1,346 

Carriage Outwards 1,404 Discounts 440 

Carriage Inwards 3,929 Bills Payable 2,714 

Establishment • 8,097 Rent Received 250 


Prepare Trading and Profit and Loss Account for the year 
ending on 31st Dec., 1979 and a Balance Sheet as on that date after 
considering the following matters ; 

1. Depreciate Land and Buildings at 5% and motor vehicles 
at 15%. 

2. Interest on loan is @ 5% taken on 1st Jan., 1979. 

3. Goods costing Rs. 600 were sent to a customer on sale or 
return for Rs, 700 on 30th Dec., 1979 and had been recorded in the 
books as actual sales. 

4. Salaries amounting to Rs. 700 and Rates amounting to 
Rs. 400 are due. 

5. There has been a fire on 1st Jan., 1980 destroying goods 
worth Rs. 200. 

6. The Bad Debts Reserve is to be brought up to 5% on 
Sundry Debtors. 

7. Stock in hand on 31st Dec., 1979 was valued at Rs. 6,850. 

8. Goods costing Rs. 500 were taken away by (he proprietor 
for his personal use, but no entry has been made in the books of 
accounts. 

9. Prepaid Insurance amounted to Rs. 175. 

10. Provide for Manager’s commission at 5 per cent on net 
profits after charging such commission. 
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1 


Solution 


Dr. 


TRADING AND PROFIT AND I OSS ACCOUNT 
For the year ctuling 31st December, 1979 


Particulars 


To Opening stock 
To Purchases 66.958 
Less : Returns 1.346 

To Carriage Inwards 
To Gross Profit transferred 
to P. & L. A/c I 


Amount 

5.839 

65.612 

3.929 

34.192 

i;uy.572 


Particulars 


By Sales 1,10 543 

Less : Returns 7.821 

By Stock (6.250-f 6uu^ 


Cr. 


Amount 


Rs. 


1,02.722 

6,850 


1,09,572 


To Int. on Loan 
Add : Outstanding 


200 

225 


To Bad Debts 625 

+Bad Debts Reserve 
(New) 920 


Bad Debts Reserve 
(Old) 


1,545 


710 


To Carriage Outwards 
To Establishment 
To Rates, Taxes & Ins. 

3,891 

Add : Rates due 400 


425 


835 

1,404 

8.097 


By Gross Profit transferred 
from Trading A/c 
By Discount 
By Rent tReceived) 


34,192 

440 

250 


Less : Insurance 
prepaid 


4,291 

175 


To Advertising 
To General Expenses 
To Salaries 
To Depreciation : 

Land & Buildings @ 

5 ^/ 

Motor Vehicles @\S% 
To Manager's Commission 
To Net Profit transferred 
to^Capital A/c 


4,116 

2.264 

4.489 

700 


6C0 

1,350 

504-86 

10.09714! 


34,882 


34,882 


Liabilities 
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BALANCE SHEET 
As on 3lst December, 2979 


Amount 



Payable 

Sundry Creditors 
Outstanding Exp : 

Salaries 

Manager’s Commission 
owing _ 

Loan on Mortgage 8,500 
Interest 225 

Capital : 

Balance on 1*1-1979 

30,000 

Less ; Drawings 3.500 


Cash in hand 
Cash at Bank 
Bills Receivable 
Sundry Debtors 
Less : Reserve 

Stock i 

Land and Buildings 

Less : Dep. 

Motor Vehicles 
Less : Dep. 

Prepaid Expenses 


18 400 
920 


Amount 

Rsl 

3.050 

4,555 

6,882 


17,480 

6,850 


12,000 

600 

9,000 

1,^50 


Add : N.P. 


26.500 

10,097-14 


11 400 


7,650 

175 


58.042 


Note (I) Following adjustment will be made for the goods sent 

on sale or return basis : 

Sales A/c Dr. 700 

To Particular Debtors’ A/c 700 

Thus both Sales and Debtors will be reduced by Rs. 700 each. 

So the Sales will be Rs. 1. 11. 243^70n = Rs. 1,10,543 and Sundry 
Debtors will be equal to Rs. 19,100 — 700— Rs. 18,400. Closing 
stock will be equal to Rs. 6,250 + 600=Rs. 6,850, 

Note (II) No entry will be passed for the same in 1979 because 
it relates to 1980. 

Note (III) Following entry will be passed : 

Drawings A/c 500 

To Purchases A/c 500 

Thus Rs. 500 will be added to Drawings and will be deducted 
from Purchases. 

Note (IV) Manager’s Commission will be calculated thus : 

10,602 Xy^=Rs. 504 86. 

Standard Questions 

1 . What are adjustments ? Why and how they arc made ? 
Explain in detail. 

2 . Write short notes on : 

(a) Bad Debts Reserves ; 


(/?) Reserve for Discount on Creditors 
{() Prepaid Expenses. 


Practic&l 


Adjustments 


1. The following balances of Nominal Accounts appear in the 
Trial Balance of Vijay Kumar relating to the accounts for the 
year ending 31st December, 1980 : 


Rs. 

Wages Account 2,800 

Salaries Account 4,000 

Rent Account 500 

Advertising Account 700 


Adjustm. nts ; It is found that the expenses incurred during 
the year but outstanding arc not recorded in the books are as 
follows : 

Wages due but not paid Rs. 300, Salaries Rs. 200 are outstand- 
ing : Unexpired Rent Rs. 200 ; Advertisement Expenses 
incurred in the last month Rs. 150 not entered in the books. 

Show how these items would appear in the Trading and Profit 
and Loss Account and Balance Sheet. 

2. The following items are found in the Trial Balance of Sudhir 
Kumar Chaturvedi on 31st December, 1980. 


Sundry Debtors 

Rs. 

10.200 

Bad Debts 

300 

Bad Debts Reserve 

600 

Capital 

20,000 

Adjustments : 

Rs. 200 became Bad Debts. You are required to make a reserve 


of 5% on Sundry Debtors for Bad and Doubtful Debts and '5% 
for discount. Charge interest @ 6% on Capital for one month. 
Show how these items would appear in the Profit and Loss A/c 
and Balance Sheet. 

3. A company has a Bad Debt Reserve of Rs. 18,000. The amount 
of Book Debts at the end of the year amouut to Rs. 3,20,000. 
Out of this, Rs. 2.00,00 is good ; Rs. 60,00u is doubtful on 
which a reserve of 20'';, is to be made. Show how these items 
will apear in the P. & L. A'c and Balance Sheet. 

4. The following items arc found in the Trial Balance of John on 
31st December, 1980 : 

Debtors ... Ks 16,000 

Bad Debts ... Rs. 300 

Bad and Doubtful Debts Reserve, 1-1-1980 Rs. .(^0 
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You are to provide for the Bad and Doubtful Debts @ 5 /„. 

Give the necessary Journal entries and prepare the Bad Debts 

A c, Bad and Doubtful Debts A/c, Profit and Loss A/c, Sundry 
Debtors A/c and a Balance Sheet preparing in the ledger upon 

the final adjustments. 

5. The Books debts of business on 3Ist December, 1980 amoun- 
ted to Rs. 15,600, of which Rs. 1,250 was estimated likely to be 
Bad Debts. On 10th September, 1980 Rs. 250 were received 
on account of a debt formerly written off as bad, and the bad 
debts actually written off in 1980 were Rs. 800. 

Show how these items would appear in the P. &. L. A/c and 

Balance Sheet. 

6. From the following Trial Balance (containing obvious errors), 
prepare a correct Trial Balance : 



Dr. 

Cr. 


Rs. 

Rs. 

Purchases 

r. 0.000 

— 

Reserve Fund 

20,000 

— 

Sales , 

— 

1.00,000 

Purchases Returns 

1.000 

— 

Sales Returns 

— 

2,000 

Opening Stock 

30,000 

1 

1 ^ A. ^ 

Closing Stock 

— 

40,00 ) 

Expenses 

— 

20.000 

Outstanding Expenses 

2.000 

— 

Bank Balances 

5.000 

— 

Assets 

50.000 

— 

Debtors 


1 80.000 

Creditors 


30.000 

Capital 

94,000 


Suspense A/c being difTcrcncc in Books 

10.000 

— 


2,7’ ,000 

2,72.000 



= ===== = 


Ans. Total of T.B. Rs. 2,47,000. 

7. The following balances were extracted from the books of Brijesh 


Chandra on 30th June, 1978. 

Rs. 

Capital ... 24,500 

Drawings ... 2,000 

General Expenses ... 2,500 

Buildings ... 11,000 

Machinery ... 9,340 

Stock _ 16,200 

Power ... 2,240 

Taxes and Insurances ... 1,315 

Wages ... 7,200 

Debtors ... 6,280 

Creditors „ 2,500 

Bad Debts ... 550 


En.K.(20)Xl 
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Loan ... 7,880 

Sales ... 65,3 0 

Purchases ... 47.000 

Motor Car ... 2,000 

Bad Debts Reserve ... 900 

Commission (Cr.) 1,320 

Car Expenses ... 1 ^800 

Bills Payable 3 *850 

’ 80 

Bank Overdraft _ 3,300 

L^^arity _ *105 


year ended on 30th June, 

1978 after giving effect to the following adjustments : 

{a^ Stock on 30th June 1978, was valued at Rs. 23,500. 

(b) Write off a further Rs. 160 as bad debts and maintain the 
Bad Debts Reserve at 5 per cent on debtors. 

(c) Depreciate Machinery at 10 per cent and Motor Car at 
12 per cent. 

(d) Provide Rs. 750 for outstanding interest on Loan and 
Overdraft. 


(Delhi Senior School Certificate Exam., 1979) 
Ans. G.P. Rs. 16,220 ; N.P. Rs. 9.780 ; and B.S. Rs. 50,560. 
The following is the Trial Balance of a Merchant ou the 31st 

December. 1979. Prepare Trading, Profit and Loss Account 
and the Balance Sheet as on 31st December, 1979 : 


Bills Payable 

Land and Buildings 

Stock of goods. 1st Jan. 1979 

Capital Account 

Plant and Machinery 

Bills Receivable 

Purchases 

Sales 

Wages 

Salaries 

Rent and Taxes 
General Office Expenses 
Interest on Capital 
Furniture and Fixtures 
Cash at Bank 
Discount 
Creditors 
Debtors 


• • « 


Rs. 

Rs. 


700 

4,000 


4,000 

15,000 

6,600 

1,500 

13,000 

22.0C0 

3.500 

570 


200 


500 


800 


300 


230 


500 

1,000 

3.000 

.38.700 

38.700 
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In order to Prepare the final accounts provide 

(a) Write off 7 J per cent depreciation from Plant and Machi- 
nery and 5% on Land & Buildings. 

(b) Provide 5 per cent for Bad Debts on Debtors. 

APS. G.P. Rs. 1,500 ; N.L. Rs. 1.915 and B.S. Rs. 14.785. 

The following Trial Balance has been extracted from the books 
of Messrs Ram Prasad & Co., oa 31st December^ 1 79. 

Dr. Balances : 


Freehold Premises 
Sundry Debtors 
Stock (1.1.79) 

Cash at Bank 

Petty Cash 

Salaries 

Fire Insurance 

Trade Expenses 

Bad Debts written off 

Furniture and Fittings 

Printing and Stationery 

Rates and Taxes 

Purchases 

Carriage 

Returns Inwards 


• •• 


• •• 




Rs. 

12,400 

25.300 

15.547 

2,105 

88 

825 

175 

1,267 

381 

450 

368 

151 

25,391 

1,732 

263 


Cr. Balances : 

Sales 

Returns Outwards 
Sundry Creditors 
Loan 
Capital 

You are required to draw up Trading and Profit 
Account and a Balance Sheet after making the 
adjustments : 


33,394 
155 
19.894 
1 1 ,000 
20.000 

and Loss 
following 


(a) Rs. 50 from the Fire Insurance Premium to be carried 
forward to the next year. 


(b) Salaries for December. 1979, amounting to Rs. 75, have 
not been paid. 

(r) Furniture and Fittings are to be depreciated by 10 per cent 

and Freehold Premises by 2^ per cent. 

/ 

The Stock in hand on 31st December, 1979, was Rs. 2,787. 

Ans. G.L. Rs. 4,597 ; N.L. Rs. 8,144 ; B.S. Rs. 42,825. 


SO. After passing the necessary Journal Entries for the adjustment 
given below, prepare Trading and Profit and Loss Account and 
Balance Sheet for the year ended 31st December, 1979, from 
the following balances extracted from the books of Govind 
Prasad ; 
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Dr, Balances ; 


Rs. 

Drawings 


6,300 

Cash in hand and at Bank 

• • • 

3,870 

Bills Receivable 

• « • 

1.860 

Land and Buildings 

• •• 

32,580 

Furniture 


5,130 

Manufacturing Wages 


^6,875 

Discount allowed 

• • • 

3,960 

Bank Charges 

• •• 

105 

Office Salaries 



6,420 

Purchases 


1,99,080 

Stock (January 1, 1979) 


60,255 

Sales Returns 


1,875 

Carriage Inwards 


5,175 

General Expenses 


7,680 

Plant & Machinery 


21,645 

Rent, Rates and Taxes 


3,630 

Sundry Debtors 

• •• 

65,745 

Bad Debts 


1,380 

Insurance 

• • • 

705 

Cr. Balances : 

Capital Account 

• •• 

1 ,50.000 

Discount Received 

• • • 

2,985 

Loan Account 

• • • 

15,000 

Purchases Returns 

• • • 

1.455 

Sales 

• ♦ • 

2,81,505 

Reserve for Bad Debts 

• • « 

4,6:0 

Sundry Creditors 

• • « 

18,675 


Closing stock on 31st December, 1979 was valued at Rs. 63,705. 
Depreciate Plant and Machinery by 10% and Furniture by 5%. 
Raise the Reserve for Bad Debts to Rs. 7,500. Adjust insu- 
rance Rs. ISO and interest on Loan Rs. 225 due but not put 

through the Books. 

Ans. G.P. Rs. 33,405 ; N.P. Rs. 7,194 ; B.S. Rs. 1,84,794. 

II. The following is the Trial Balance of Riistamji as on 31st 
March, lORO. You are required to prepare the Trading and 
Profit and Loss Account for the year ended 31st March, 1980 
and the Bilmce Sheet as on that date. R. Rustamji charges 
interest at 5''(> on the capital ir.vested in the business : 



Dr, BaL 

Cr. RoL 


Rs. 

Rs. 

Opening Stock 

30,000 


Sundiy Debtors 

25,000 


Sundry Creditors 

• • • 

15,000 

B. R. 

57.500 


B. P. 

• • • 

5,500 

Purchases 

90.000 


Sales 


1,72.0(0 

Returns 

750 

550 
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Discounts 

Plant & Machinery 


Furniture 

Wages 

Salaries 

Freehold Premises 
Capital A/c 
Carriage Inwards 
Carriage Outwards 
Bad Debts Reserve 
Telephone & 
Electric Charges 
Cash at Bank 
Cash in hand 


Commission 
Misc. Revenue gains 
Bank Overdraft 
Repairs 


250 

35,000 

3.500 

1 5 .000 

18.000 
50,000 

1,200 

1.500 


1,000 

1,200 

500 


1.500 

2.81,900 


300 


50,000 


550 


14,500 

3,500 

20.000 


2,81,900 


The following additional information is supplied : 

1. Closing stock amounted to Rs. 50,000. 

2 Depreciate Plant and Machinery at 10 /o and 
and Fixtures at 20%. ^ 

3. Bad Debts Reserve to be adjusted to 2!% 


Furniture 
on Sundry 


Debtors. 

4. Outstanding Wages Rs. 1,000 and Salaries Rs. 500. 

5. Interest on Bank Overdraft at 5% due for one year but 


not paid. 

Ans. G.P. Rs. 84,600 ; N.P. Rs 72,375 


B.S Rs. 1,67,875. 


The following balances appeared in the books of a merchant 
on 3ist December, 1979 : 

Rs. 


Buildings > 

Motors Trucks 

Furniture 

Debtors 

Creditors 

Stock 

Cash in band 
Cash at Bank 
Bills Receivable 
Bills Payable 
Purchases 
Sales 
Capital 

Carriage Inwards 
Carriage Outwards 


70,000 

12,000 

1,640 

15,600 

18,852 

15,040 

988 

14,534 

5,844 

6.930 

85,522 

1,21.850 

92.000 

1.291 

800 
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13 . 


Reserve for Bad Debts 
Establishment 
Insurance 
Interest (Cr.) 

Bad Debts 
Audit Fees 
General Charges 
Travelling Expenses 
Discount (Dr.) 
Investments 
Sales Returns 


1,320 
2,135 
783 
340 
613 
400 
3,950 
325 
620 
8,922 
285 


Loss Account for the year 

after tfw'* ^ Balance Sheet on that Lte 

after taking the following matters into consideration : 

tAi on 31st December, 1979, amounted to Rs. 15,500. 

(6) Depreciate Motor Trucks 20»/„ and Furniture lO^/o. 

(c) Write off further Rs. 100 as Bad Debts and maintain the 
Bad Debts Reserve at 5% on Debtors. 

(d) Unexpired Insurance Rs. 150. 

(c) Interest accrued on Investment Rs. 120. 

Ans. G.P. Rs. 35.212 ; N.P. Rs. 24,077 ; B.S. Rs. 1,41,859. 

following Ledger balances prepare Trading and 

loRO Loss Account for the year ended 30th September, 
1980, and a B/S as on that date : ^ 


Rs. 

Rama's Capital A/c ... 1,19,400 
Rama’s Drawings 

A/c ... 10,550 

Bills Receivable ... 9,500 

Plant & Machinery ... 28,800 

Sundry Debtors 
(Including Madan's dis- 
honoured bill Rs. 1,000) 



62.000 

Loan A 'c Cr. at 6% .. 

20,000 

Wages 

(Manufacturing) .. 

40.970 

Returns Inwards 

2,780 

Purchases 

2,56,590 

Sales 

.3,56,430 

Commission Received 

5,640 

Rent and Taxes 

5,620 

Stock on Ist Oct , 

1979 

89,680 

Salaries 

1 ! ,000 

Travelling Expenses .. 

1,880 

Insurance (Including 

Rs. 300 p a. paid 
l!p to 31 St March, 
1980; 

400 


Cash 

• « » 

Repairs and 
Renewals 
Bank 

Interest and 

Discount (Dr.) 

Bad Debts 
Sundry Creditors 
Fixtures and Fittings ... 


Rs. 

530 

3.370 

18,970 

5 870 
3,620 
59,630 
8,970 


14 . 


Ill 

^ ^nth Seot 1980 was Rs. 1,28,960. Write of! 
Stock in hand on 30th Sept. ^.„jeciaie Plant and Machi- 

half of Madan’s dishonoured bill. Deprec aic 

„,y by 5% ..<1 ^ 2 55,04,, 

Ans. G.P. Rs. 95.370 ; N P. Rs. 66,563 and B.S. ■ . 

4 r ccino the necessary adjustment entries prepare Trading 
l/rP^roTaVd Losri/c for the year and Balance Sheet a^s^on 
31 St’ December, 1979 from the following Trial Bala 
manufacturer : 


Dr. Balances : 
Drawings A/c 
Freehold Land 
and Premises 
Plant and Machinery- •• 
Loose Tools 
Bills Receivable 
Stock 

Material Purchased — 
Wages 

Carriage Inwards 
Carriage Outwards 
Coal & Coke 
Salaries 

Rent, Rates and 
Taxes 

Discount and 
allowances 
National Bank 
Cash in hand 
Sundry Debtors 


Rs. 

15.000 

90.000 

40.000 

3,000 

3.000 

40.000 

5 1 .000 
20,000 

1,C00 

500 

5.000 

5,000 

2,800 

1,500 

25.000 
400 

45.000 


• « • 


• • 


Dr. Balances : 

Repairs and 

Replacements 

Work Extension A/c 
Bad Debts 

Advertisement 
Sales Returns 
Gas & Water 
Oil Grease and Waste 
Furniture and 
Fixtures 

General Expenses 
Printing & 

Stationery 
Cr. Balances 
Capital A/c 
Bills Payable 
Sundry Creditors 
Purchases Returns 
Goods Sold 


Rs. 

1,800 

7.500 

1,200 

500 

2,000 

200 

600 

1,200 

800 

450 

2.03.000 
3,800 

40,000 

2,650 

1.15.000 


15 . 


Write off depreciation on Plant Machinery t 5% and 

loose tools at 15% and furniture and fi’ttures at ^/o- Stock m 

hand on 31st Dec., 1979 amounted to Rs. 60,000. 
discount on sundry debtors and 5% for doubtful t*®bts. 
Rs 1 500 was due for wages and Rs. 450 for salaries for the 
month of ^ecem^r The^last bill of Rs. 400 for Taxes was for 
the half year ending 31st March, 1980. 

Ans. G.P. Rs. 56,350 ; N.P. Rs. 35.721*25 and B.S. Rs. 
2,69,471*25. 

From the following balances extracted from the Book of Seth 
Damodar Swarup, prepare a Trading and Profit and Loss 
Account for the year ended 31st December, 1979, ana a 
Balance Sheet as on that date : 
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Capital A/c 
Drawings Account 
Office Salaries 
Plant & Machinery 
Purchases 
Purchases Returns 
Sales 

Sales Returns 
Loan Account (Cr.) 
Wages (Mfg.) 
Buildings 
Interest (Or.) 

Stock (Jan. 1, 1979) 
General Charges 
Advertising 

The following 
accounts : 


Rs 

2,80,000 

14,500 

19,860 

1,28,400 

2,92,620 

4.290 

5.72.140 
3.210 

85.000 

1.03.140 
1.47.480 

4,250 

91,i20 

10,670 

4,300 


Discount (Cr.) 
Reserve for Bad 
Debts 

Insurance and Taxes 
Furniture 
Repairs 
Manufacturing 
Expenses 
Bad Debts 
Sundry Debtors 
Sundry Creditors 
Cash in hand 
Cash at Bank 
Bills Receivable 
Coal and Power 
Charity 


* • • 


• • » 


Rs. 

780 

2.500 
4,930 
2,000 
6,980 

4.710 

2,190 

62,840 

17,210 

3,270 

22,230 

17,860 

12,760 

2.500 


adjustments have to be made before closing the 


16 . 


(a) Stock in hand on 3lst December 1070 

Rs. 1,06,7C0. (b) Depreciation on Plant and Machinery and 
Furniture at 10% and on the Buildines at ^o/ ^ 

off. (c) Reserve for Bad Debts to bVifcreaLd to RsTonn" 
(d) Wages and Salaries remained unpaid to the extetf^nr 
the Rs. 3,000 and 4,000 respectively, (c) Inieresf mi i ^ 
at 6% has been paid only for f months. 

Ans. Gross Profit Rs. 1,72,470 ; Net Profit Rs 80 os/t • t . ■ 
of Balance Sheet Rs. 4,66,k6. ’ 

Balance was extracted from the books of 
Ram Kishore as on 3Ist December, 1979 : 


TRIAL BALANCE 


Capital Account 
Drawings Account 
Purchases 
Purchases Returns 
Sales 

Sales Returns 
Stock (1st Fanuary) 

Salaries 

Manufacturing Wages 

Leasehold Premises 

Rent, Rates and Insurance 

Carriage inwards 

Carriat’e Outwards 

Office E xpcnscs 

Plant and Machinery 

Bad Debts Reserve (1st January) 


Rs. 

Rs. 

9,000 

700 

5.221 

424 

14,984 

182 

1,146 


628 


3.856 


2.500 


694 


231 


324 


952 


2.400 

324 
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Factory Fuel \ 

Discount Account (.Balance) 

Bills Receivable 
Sundry Debtors 
Sundry Creditors 
Cash at Bank 
Cash in Hand 

Office Furniture T* . ^ 

Travellers’ Salaries and Commission 

Total 


795 

124 

3.897 

1,240 

221 

350 

987 

26,448 


18 

•1,698 

26.448 


You are required to prepare Tradii^ and Profit and Loss 
Account for the year ended 31st December, 1979 and, a 

Balance Sheet as on that date. 

Before preparing the accounts the following adjustments are 
necessary ; 

(1) Depreciation is to be written off as follows : 

Leasehold Premises 5% ; Plant and Machinery 10% ; Office 
Furniture 5%. 

(2) Reserve for Bad Debts to be made up to Rs. 400, 

(3) Value of Stock as on 31st Dec., 1979 was Rs. 1,429. 

(4) Three days’ wages amounting to Rs. 57 had accrued due, 
but have not been paid. 

(5) Unexpired Insurance Premium amounting to Rs. 68 is to 
be carried forward to the next year. 

Ads. G.P. Rs, 5,349 ; N.P, Rs. 1,391*50 ; B.S. Rs. 11,446 50. 

17 . Prepare Trading and Prof.t and Loss Account and Balance 
Sheet from the following particulars as on 30th June, 1979 : 

Rs. 


Chandrika Prasad’s Capital Account 

• •• 

2,10,000 

Chandrika Prasad's Drawings Account 

• • • 

13.000 

Purchases 

» • ♦ 

80,000 

Investments in Govt. Securities 

• • • 

20,000 

Interest on above 

• ♦ • 

1,000 

Wages 

• • » 

34.000 

Sundry Debtors 

» « • 

70,300 

Legal Expenses 


4,000 

Cash in hand 

• • • 

1,200 

Cash at Bank 

• • • 

11,000 

Freehold Properly 

• • « 

60,000 

Machincrv and Plant 

• • • 

1,20,000 

Bills Payable 

• • • 

6,500 

Bills Receivable 

» • • 

7,000 
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Salaries ... 13,000 

Office Expenses ... 3,000 

Discount Account ... 4,500 

Sales ... 2,20,000 

Stock on 1st July, 197S ... 45,000 

Office Rent ... 2,400 

Bad Debts ... 1,700 

Insurance ... 1,500 

Gas and Fuel ... 2,700 

Freight and Carriage ... 3,500 

Loose Tools ... 4,500 

Patent Rights — 5 year unexpired ... 6,000 

Factory Lighting ... 5,000 

Sundry Creditors ... 50,000 

Returns Inwards ... 3,200 

Returns Outwards ... 4,000 

Creditors for Loans ... 30,000 

Office Furniture and Fittings ... 5,000 


Stock on 30th June, 1979. was 50,000. There were outstanding 
liabilities in respect of Wages Rs. 2,400, Salaries Rs. 600 and 
Office Rent Rs. 400. Insurance was paid in advance to the 
extent of Rs. 450. Depreciate Freehold Property by 2%. Plant 
and Machinery by 10%. Office furniture by 5%. Patent Rights 
by 20% and Loose tools by 25%. Write off Rs. 300 as Bad 
Debts, and provide 5% on Debtors as Reserve for Doubtful 
Debts. 

Ans. G.P. Rs. 98,200, N.P. Rs. 48,975 and B.S. Rs. 3,35,875. 

18. From the following Trial Balance of Ramesh Chandra as on 
3t th June, 1979, prepare Trading and Profit and Loss Account 
for the year ended 30th June, 1979 and a Balance Sheet as on 
that date : 

Ramesh Chandra's Capital 
Slock on 1st July, 1978 
Sales and Sales Returns 
Purchases and Purchases Returns 
Freight and Carriage 
Rent and Taxes 
Salaries and Wages 
Sundry Debtors and Creditors 

Bank Loan at 6% 

Bank Interest 
Printing and Advertising 
Income from Investment 
Cash at Bank 
Discounts receivable 
Investments 
Furniture and Fittings 
Discount Payable 
General Expenses 


Rs. 

Rs. 

1,08,090 

46,800 

8.600 

2,43,100 

2,89,600 

5,800 

18,600 

5,700 


9,300 


24,000 

14,800 

20,000 

900 

14.600 

3.690 

8,200 

250 

5,000 


1,800 


7,340 


3,610 
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Audit Fees 

Insurance 

Travelling Expenses 
Postage 6nd Telegrams 
Cash in hand 

Deposit with Kuber Chand at 5%... 
Drawings Account 


500 

800 

2,130 

870 

380 

30,000 

10,000 

4,42,230 4,42,230 


19 . 


The Stock on 30th June, 1979, was Rs. 78,600. 50% of Printing 

and Advertising is to be carried forward as a charge m the 
following year. Depreciate Furniture and Fittings by lO/o, 
Create 5% reserve on Debtors. Reserve 2^% for Discount on 
Debtors and Creditors. Insurance prepaid amounts to Rs. 200 
and salaries outstanding Rs. 500 and carriage outstanding 
Rs. 100. Bring into account the full year’s interest on deposit 

with Kuber Chand. 

Ans. G.P. Rs. 56,800 ; N.P. Rs. 21,650 ; B.S. Rs. 1,55,144. 

From the following Trial Balance of Abdul Rehman, prepare 
Trading and Profit and Loss Account for the year ended 31st 
December, 1979 and a Balance Sheet as on that date : 


DEBIT balances 


Plant and Machinery 
Manufacturing Wages 
Salaries 

Fixtures and Fittings 
Carriage Inwards 
Carriage Outwards 
Freehold Works 
Manufacturing Expenses 
Insurance and Taxes 
Goodwill 
General Expenses 
Factory Fuel and Powc 
Sunday Debtors 
Lighting Factory 
Stable Expenses for 
Distribution 
Stock, 1st, Jan , 1979 
Horses and Carts 
purchases 
Sales Returns 
Discount 
Bad Debts 

Interest and Bank Charges 
Cash at Bank 
Cash in hand 


Amount CREDIT BALANCES 


Rs. 

19.720 

34.965 

15.965 
9,480 
1,980 
2,150 

25.000 
9,455 
4,175 

30.000 
8,142 
1,276 

78,140 

986 

2,473 

34.170 

5,165 

97.165 

3,170 

928 

1,485 

475 

7,540 

145 


Abdul Rehman 's Capital 
Creditors Account 
Bank Loan 
Purchases Returns 
Sales 


Amount 

Rs. 

80,000 

56,160 

10.000 

1,140 

2,46.850 


,3.94,150 


3.94,150 


316 


Adjustments : 

(a) Stock on 31st December, 1979, Rs. 29,630. 

(fc) Depreciation— Plant and Machinery 10%. Fixtures and 
Fittings 5% ; Horses and Carts Rs. 1,000. 

(c) Bring Reserve for Bad and Doubtful Debts to 5%. 

{d) Unexpired Insurance, Rs. 300 and Taxes Rs. 190. 

(<►) A Commission of 1% on the Gross Profit to be provided 

for Works Manager. 

Ans. G.P. Rs. 94,453 ; N.P. Rs. 50,852*47 ; B.S. Rs. 1,97,957. 

20. The fpllowing is the Trial Balance of S. Sayal and D. Dayal 
on 31st December, 1979. 

Dr. Cr. 

Rs. Rs. 

12,000 

9,000 


S. Sayal’s Capital on January 1, 1979 
D. DayaPs Capital 
Machinery and Plant 

Stock on 1st January, 1979 

Purchases 

Salaries 

Wages 

Sales 

Debtors 

Creditors 

Carriage 

Rent, Rates, Taxes, etc. 

General Expenses 
Cash at Bank 
Repairs 
Coal and Coke 
Bills Payable 
Bills Receivable 
Cash in hand 


10,000 

5.500 
22,000 

1,000 

4.500 

9.000 

470 

1,230 

1.000 
4,300 

250 

1,100 

375 

25 


35,000 

4,000 


750 


Total 60.750 


60,750 


'Tu flt the end of year amounted to Rs. 6,000. Prepare 

Sa'iS ..i Loss Acooup. aad ,1.. Balance Shad 

after taking the following into consideration . 

, A c dh is entitled to 5% interest on capital. ( 6 ) The 

(a) Each partn divided two-thirds to S. Sayal 

Profits and Losses are to D 7 , 0 /^ for Depreciation is to 

and Ma^hfncry and Plant, (d) 2.1% Discount 

^"toh^a^losJeroT^n Debtors and Creditors, te) Rs. 400 

' o be rcserverfor Bad Debts. (/)Rent, Rates, etc 
amounting to Rs. 300 are paid in advance for the coming 

Ans/ G.P. Rs. 7.430 ; N P. Rs. 1,935 ; B.S. Rs. 28.625. 
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21 . 


From the following Trial L.tl 

Dcc, ,9™ ^ Ba,a„« 

Sheet as on that date. 


trial balance 


Debit 

Stock (1-1-1978) 

Sales Returns 

Purchases ^ 

Freight-in 

Rent and Taxes 
Salaries and Wages 
Trade Debtors 
Bank Interest 
Printing and Advertisihg 

Cash at Bank 
Discount Allowed 
Investments 
Furniture 
General Expenses 
Audit Fees 

Insurance 

Travelling Expenses 
Fixed Assets 

Drawings 


Rv. 

46,800 

8,000 

,43,000 

18,600 

5,700 

9,300 

24,000 

1.000 


14,600 
8,300 
1,340 
1 ] ,000 
?,800 
3,610 
500 
800 
.3,000 
30,000 
10.000 


Credit 
Capital 

Sales 
Returns Outward 
Trade Creditors 
Bank Loan @10 /o 
Income from Investment 
Discount Received 


1 ,08,000 
2,89,000 
5,700 
1 4 ,800 
20,000 
3,600 
2,250 


4,43,350 


4,43,350 


The following adjustments are to be made ; 


(0 Stock was valued on 31-12-78 at Rs. 75.0C0. 

(/o Half of the Printing and Advertising expenditure is to be 

carried forward. 

(/,7) Depreciate Fixed Assets @ 5% and Furniture @ 10%. 

(/v) Provide 5% for Doubtful debts on debtors. 

(v) The Loan from the bank was taken on 1 st April, 1978- 

[Delhi Senior School Certificate Exam., 19 1 )1 

22. A, B, C are in the partnership sharing Profits and [Jq 

p;oportionof3:2:l. ^ and C are to get salanes of 

P.M. respectively and interest @ 5% p a. IS o 

Capitals Trial Balance as on 31st December, 1979 was 
follows ; 
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Dr. Balances : 

Rs. 

>l's Drawings A/c 

2.500 


3,000 

G s ,, ,, 

1,000 

Purchases 

1.51,000 

Returns Inwards 

9,000 

Rent 

2.2f0 

Wages 

33,000 

Partner’s Salary 

2.750 

Salaries 

5,500 

Office Expenses 
Insurance (paid on 30th 

2,2(0 

April, 1980) 

600 

Stock (1st Jan., 1979) 

35,000 


Dr. Balances : 

Rs. 

Plant and Machinery 

10,000 

Furniture and Fittings 

1,000 

Sundry Debtors 

85.000 

Cash 

3,000 

Cr. Balances : 


A's Capital A/c 

20,000 

B's ,, ,, 

15,000 

C s ,, ,, 

1 0 ,000 

Sales 

2,30,000 

Bad Debts Reserve 

750 

Sundry Creditors 

71,000 


Write off Rs. 5,000 for bad debts and maintain a 5% Reserve 
on Sundry debtors. Depreciate Plant and Machinery by 10% 
and Furniture and Fittings by 5%. Stock an 3lst December, 
1979 was worth Rs. 37,000. Expenses for Rent, Wages and 
Salaries and office are uniform throughtout the year and those 
for December, 1979 have not been paid. Rs. 200 of the 
insurance premium relates to the year 1980. Prepare final 
accounts for 1979. 

Ans. G.P. Rs. 36.000 ; N.P. Rs. 10,850 and B S. Rs. 1,26,500. 


23. The following are the balances extracted on 3Ist Dec. 19 

from the books of A and B who are in the partnership as ircr- 
chants sharing profits and losses in the proportion of 2/3rds 
and l/3rd'respectively. 


Balances • 

A'’s Capita! 

A*s Drawings 
B's Capital 
B's Drawings 
Furniture and Fittings 
Bank Overdraft 
Creditors 
Business Premises 
Stock (I.l .19...) 
Debtors 

Rent from Tenants 

Purchases 

Sales 

Discount (Dr.) 


Rs. 

20,000 
3,000 
10.000 
2,000 
2,600 
4,200 
11.000 
20,0f0 
22,000 
18,000 
1,C00. 
1,10,000 
1,50,000 
. 1 ,600 


Balances : 

Sales Returns 
Discount (Cr.) 

General Expenses 
Salaries 

Commission (Dr.) 
Carriage on Purchases 
Reserve for Bad and 
Doubtful Debts 


Rs. 

... 2.000 
... 2.000 
6.000 
... 9,000 
... 2,200 
... 1,800 

... 2,000 


Stock in hand on 31st Dec., 19. ..was estimated at Rs. 20,000. 
Provide a further Reserve of Rs. 500 for Bad and Doubtful 
debts. Write off Depreciation— Business premises Rs. 300 and 
Furniture and Fittings Rs. 260. Prepare Trading A/c, Profit 
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24 . 


t»s A,c ..a B.unc, of .he 
Z: 'aP. RS. 34^60, N.P. RS. .7,400 .»d 

,, .„a B ... » .ta .h4.i"e '•'“fi'4 Mc' «“ “• 

.“eta L» 4.ir BOOPS 0. 31S. December. .975. 


Pr. Balances : 
yi’s Drawings 
B’s Drawings 
Goodwill 

Plant & Machinery 
Office Furniture 
Sundry Debtors 
Purchases 
Returns Inward 
Rent 

Postage & Telegrams 
Advertisements 

Cash 

Stock (1st Jan.) 
Wages 


Rs. 

4.000 

3.000 
10,000 

40.000 

5.000 

40.500 

85.000 
1,500 
3.750 

500 

9.000 

11.500 

16.000 
14,000 


Dr. Balances : 

Telephone 

Salaries 

Printing and Statio- 
nery 

Commission 
Travelling Expenses 
Carriage 

Motor Vans 
Cr. Balances : 

A"s Capital 
B’s Capital 
Sundry Creditors 

Sales 

Returns Outward 

^ A 


Rs. 

500 

12.250 

740 

5.000 

2.000 
5.800 

20,860 

65.000 

40.000 
.14,000 
160,000 

2.500 

8,900 


25 . 


* "• * ’ i Bills Payable - 

You are required to prepare the Trading and 

A/c for the year ended 31st December, 1979 and a Balance 

Sheet as on that date. The following adjustments are require 

to be made : («) Write off Rs. 250 from the ^office furm ure 

10% from Plant & Machinery and 20% from Moto . 

Raise a reserve of 5% on the Sundry ...g 

trade amounted to Jls. 12,500. (rf) Rent is payable at the rate 

of Rs 300 P. M., (e) Write of 1/5 of the advertising expenses, 

(/■) Partners are entitled to interest on capital at 5% per annum 

and B is allowed a partnership Salary of Rs. 1,800 per annum. 

Ans. G.P. Rs. 52.7C0, N.P. Rs 8,813 and B S. Rs. 1,37,263. 

The following are the Ledger Balances of ABC & Co. as on 
31st Dec., 1979 : 
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Balances : 

Rs. 

Sundry Debtors 

6 000 

General Expenses 

1,200 

Factory Rent 

250 

Manufacturing 

Wages 

2,000 

Purchases 

10,000 

Furniture and 

Fixtures 

500 

Carriage and freight 

on raw material ... 

500 

Sales Returns 

300 

Horses, Carts and 

Vehicles 

2.000 

Advance on Mortgage 

(Dr.) 

2.000 

Travelling Expenses ... 

600 

Office Salaries 

2.200 

A's Drawings 

1,000 

B"s Drawings 

1,000 

Cs Drawings 

500 


Balances : 


Rs. 

Sales 

• • • 

25 000 

Sundry Creditors 

• • • 

1,000 

Interest Received 


120 

Purchases Returns 

• • • 

200 

Discount Received 

• •• 

180 

Reserve for Bad 

Debts 

♦ • « 

200 

A'^s Capital (Cr.) 

• • « 

10.000 

B's 

• • • 

1 0 .000 

Plant and Machinery 

• • • 

6,000 

Office Premises 


2,000 

Bank Balance 

• • • 

2,300 

Cash 

• « • 

10 

Stock (1-1-1979) 

• • • 

5,000 

C’s Capital (Dr.) 

• • • 

1,000 

Discount allowed 

• • • 

220 

Rates, Taxes and 

Insurance 


120 



Prepare Trading A/c, Profit and Loss A/c and Balance Sheep 
for the year ending 31st Dec., 1979. Stock in hand on 31sl 
Dec., 1979 amounted Rs. 7,500. According to partnership deei 
5% interest on partner's Capitals is to be credited or charged 
as the case may be and the profits are to be divided as to A 
2/5, B 2/5 and C 1/5. Write off 5% from Plant and Machinery 
and 10% from Horses. Carts and Vehicles and Furniture and 
Fixtures. Increase the Reserve for Bad debts to 5% for the 
value of debtor. 


Ans. G.P.'Rs. 14,650 ; N.P. Rs. 9,010 ; and B.S. Rs. 27,460. 


George Brown carries on a merchandising business. As on Dec- 
ember 31st, 1979 his books showed the following balances : 


Balance at Bank (in Brown’s favour) 

Bad debts written off 

Trade Creditors 

Capital G. Bfown 

Discount allowed 

Discount received 

Drawings G. Brown 

Insurance 

General Expenses 

Light and Heat 

Office Equipment 

Petty cash balance in hand 

Postage and Telephone 

Printing and Stationery 


Rs. 

58.410 

2,930 

72,510 

2.15.690 

4,580 

8,450 

43,240 

2.690 

17,480 

4.200 

12.700 

240 

4,570 

6,520 
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14,84,030 
; 2 .000 
56,190 
18,(3,250 
1,69,270 
1,32,450 
600 

75,060 

12,740 


Purchases 
Rent Paid 
Salaries 
Sales 

Debtors 1979 

Stock on January 1st, 1^/^ 

Trade subscriptions 
Travellers’ Commission 

acerurf 

n'l Provision is required fo 

^ ' expenses as 0,1 December 3 1st. 197J 

2,100 

(0 Accounting charges 1,200 

(ii) Light and Heat ^ ^qq 

(Hi) Rent Payable ^ 200 

(iv) Travellers’ Commission 

(,) Tr.,alk,a' , _„.,50. 

(2) Stock on December 31 . be pto.iJrf »1 

( 3 ) Depcecintion oF the OBce E,»tpn.en> is 

I" ’’"rof Rs 3 800 is ,0 be mttOe in -cspee. of Joubtful 

(4) Provision or Ks. 

debts 

You are required to prepare : 

(») Trading and ProSt and Loss AeconnI for the yc 
December 31st, 1979 , and 

f ^GTr3T52"'’N.rRr90,910;B.^^ Rs- 3.50,300. 
Ans. G.P. Rs. 3 ,Ul.:>z , nnd the Balanc 


27 , 


Sheet as on 31st uecemoci, 
Balance of a manufacturer 


n - 

Dr • Balances . „ . 

Drawings Account 

Freehold Land_& Premises 97 500 


Plant and Machinery 
Loose Tools 

Bills Receivable 

Stock 

Material Purchased 
Wages 

Carriage Inwards 
Carriage Outwards 
Coal and Coke used in 
Factory 

E.B.K.(21)XI 


40,(00 

3,000 

3.000 
4O,0C0 
51,000 
20,000 

1.000 
500 


O'. Balances : 
Capital Account 
Bills Receivable 
Sundry Creditors 
Purchases Return 
Sales 


S 


Rs. 

2.03.000 
3, ‘00 

< 0,000 

2,650 

1.15.000 


5,000 
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Debit Baiances : 

Salaries 5,000 

Rent, Rates and Taxes 2,800 

Discount and Allowances 1,500 

Cash at Bank 25,000 

Cash in hand 400 

Sundry Debtors 45,000 

Repairs 1^800 

Bad Debts 1 ^OO 

Advertisement 500 

Sales Returns 2,000 

Gas and Water used in 

Factory 200 

Oil, Grease and Waste 

consumed in Factory 600 

Furniture and Fixtures 1 ,200 

General Expenses 800 

Printing and Stationery 450 


Write off depreciation on Plant and Machinery at 5% : Loose 
Tools at 15%; and Furniture and Fixtures at 5%. Stock in hand 
on 31st December, 1979 amounted Rs. 60,000. Provide 2i% 
for discount on Sundry Debtors and 5% for doubtful debts. 
Rs. 1,500 was due for wages and Rs, 450 for salaries for the 
month of December. 

Ans. G,P. Rs. 56.350; N.P. Rs. 35,521*25; B.S. Rs. 2,69,271*25. 

28. Mr. A commenced business on Isl January, 1977* introducing 
the following as initial Capital : 

Bank Balance Rs. 8,000 ; Land Rs. 20,000 ; Buildings 
Rs. 11,200; Furniture Rs. 800 ; Motor Van Rs, 2,400. 


In addition to above, the following balances have been extrac- 
ted fiocn his books of accounts : 



Rs. 


Rs. 

Motor expenses 

6,400 

Telephone 

816 

Sundry Debtors 

7,888 

Insurance 

672 

Sales 

3,88,000 

Balance at Bank 

16,000 

Purchases 

3,64,560 

Cash in hand 

25 1 

Salaries 

8,304 

Sundry Creditors 

20,000 

Discount received 

6,416 

Additions to Motor Van 


Rates 

1,104 

(as on 1st April, 1977) 

4,160 

Addition to Buildings 

(as 

Sundry Expenses 

2,912 

on 1st January, 1977) 6,720 

Drawings 

1 1 ,200 

Repairs to Buildings 

944 

Income tax advance 

800 

Rent Received 

1,792 



Light and fans 

1,472 

% 
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Prepare Trading and Profit and Loss Account and Balance 

Sheetason31stDecember, 1977, after taking into considera- 
tion the following : 

(а) Stock as on 31st December, Rs. 54,000. 

(б) Depreciate : Buildings @ 5% p.a. ; Furniture @ 6% p.a. ; 
and Motor Van @ 20% p.a. 

(c) Income Tax payable Rs. 5,200 ; Accounting charges pay- 
able Rs. 400 ; Light and fans amount due Rs. 320 ; Tele- 
phone amount due Rs 80. 

(d) Amount paid in advance for : Insurance Rs. 240 ; Rates 
Rs. 160 ; Motor expenses Rs. 480. 

(e) Income tax account to be written off. 

Ans. GP. Rs. 77,440 ; N. P. Rs. 61,056; Total of B. S. 

Rs. 1,22,256. 

Working Notes 

TRIAL BALANCE OF MR. A 


as on 

31st December^ 1977 

Dr. 

Cr. 





Rs. 

Rs. 

A*s Capital 

Land 

• • • 

« » » 

« » • 

• • • 


20,000 

42.400 

Buildings 

• • • 

• • • 

11.200 

17,920 


Additions on 1-1-1977 



6,720 


Furniture 

• • • 

• • • 


800 


Motor Van 

• # « 

• • • 

2,400 

6,560 


Additions on 1-4-1977 

« • » 


4.160 


Balance at Bank 


4 

• « • 


16,000 

1 

Cash in hand 

• « • 

• • • 


256 


Motor Expenses 

• • • 

• « • 


6,400 

1 

Sundry Debtors 

• • • 

• » • 


7,888 

1 

1 

Sales 

• • • 

« • • 



3.88,0C0 

Purchases 

• • • 

• * • 


3,64.560 


Salaries 

• • « 

• * • 


8,304 


Discount Received 


• * • 



6,416 

Rates 

• • • 

• • • 


1,104 


Repairs to Buildings 


• • • 


944 


Rent Received 


• • • 



1,792 

Light and Fans 

• • • 

« • • 


1,472 

Telephones 


• • • 


S16 

1 

1 

Insurance 

• • « 



672 


Sundry Creditors 

• • • 

# • • 



20,000 

Sundry Expenses 

« « • 

• • • 


2,912 

Drawings* 

• « • 



1 1 ,200 


Income Tax advance 

# ^ • 

Asa 


800 


Suspense Account {difference) 

• « « 

W V 


10,000' 





! 





4,68,608 

4,68,608 
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29 . Navin and Kamal started business in partnership on 1st Jan., 
1978. They invested Rs. 8.000 and Rs. 7,000 respectively in 
the business According to the partnership deed (/) Profits 
and Losses were to be shared equally, (/7) Interest on capital 
was to be allowed at 5%, and (//7) Navin being the active 
partner, was to be entitled to a salary of Rs. 100 per month. 

The closing stock on 31st December, 1978 was Rs. 4,000. The 
balances of account were as below : 


Cash 

Bank 

Wages 

Freight 

Stock 

Purchases 

Sales Returns 

Trade debtors 

Sales 

Purchases Returns 

B/R 

B/P 

Trade Expenses 
Depreciation 
Commission (Cr.) 


Rs. 

190 

690 

125 

10 

3,114 

15.840 

300 

18.960 

26,793 

300 

1,896 

2,015 

665 

900 

440 


Accrued Commission 
(Dr.) 

Property 
Furniture 
Machinery 
Advertisement 
Trade Creditors 
Discount (Dr.) 

' Salaries 
Rent & Rates 
KamaFs Drawings 
I Navin’s Drawings 
Stationery & Printing .. 
‘ Repairs 
Interest (Cr ) 



40 

10,000 

700 

2,000 

200 

12,500 

80 

300 

175 

400 

400 

50 

120 

107 


After making adjustn.ents for the following, prepare Trading 
and Profit and Loss Account for the year ending 31st Decem- 
ber, 1978 and the Balance Sheet as on that date : 


(0 Navin's Salary for 9 months due but not paid. (i7) Wages 
outstanding Rs. 200, (/77) Half the amount of interest 
relates to next year, (/v) Prepaid Rent Rs. 75. 

Ans. G.P. Rs 11,504 ; N P. Rs, 7,932 50 ; B.S. Rs. 38,551. 


30. On 31st December, 1979, the following Trial Balance was 
extracted from the books of a merchant : 



Rs. 

Rs. 

Capital 


28,000 

Drawings 

... 3,0C0 


Sundry Debtors and Creditors 

... 20. ICO 

10,401 

Loan on Mortgage 


9,500 

Interest on Loan 

300 


Cash in Hand 

... 2,050 

. 

Bad Debts Reserve 


710 

Stock on 1st January, 1970 

... 6,839 


Motor N'chiclcs 

... lO.COO 
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Cash at Bank 
Land and Buildings. 

Bad Debts 
Purchases and Sales 
Purchases and Sales returns 
Carriage outwards 
Carriage inwards 
Salaries 

Rates, Taxes and Insurance 

Advertising 

Discount 

General Expenses 

B/R and B/P 

Rent received 


Prepare Trading and Profit and Loss Account for the year 

ended 31st December, 1979 and Balance Sheet as on that date. 

After making adjustments for the following matters : 

(1) Depreciate Land and Buildings at 2i% and Motor Vehicles 
at 20%. 

(2) Interest on Loan at 6% per annum is unpaid for six 
months. 

(3) Goods costing Rs. 500 were sent to customer on Sale or 
return for Rs. 600 on 30th December, 1979 and had been 
recorded in the books as actual sales. 

(4) Salaries amounting to Rs. 750 and rates amounting to 
Rs. 350 are outstanding. 

(5) Prepaid Insurance amount to Rs. 1 50. 

(6) The Provision for Bad debts is to be maintained at 5 per 
cent of Sundry Debtors. 

(7) Provide for Manager*s commission at 10% on net profits 
after charging such commission. 

(8) Stock in hand on 31st December, 1979, was valued at 
Rs. 6,250. 

Ans. G.P. Rs. 33,692 ; N.P. Rs. 7,920 ; B/S Rs. 57,612. 

Note — Manager's Commission is 1/Ilth of Rs. 8,712, 

(Rs. 34,482 -Rs. 25,770=Rs. 792.) 

31. Nawab Ali and Ahaid Ali are partners in a manufacturing 

business, sharing profits and losses equally. On 30th Septem- 
ber, 19... the ledger balances of the firm were as follows : 


3,555 

12,000 

525 

66,458 

7,821 

2,404 

2,929 

9,097 

2.891 

3,264 

3,489 

6,882 


1,63,604 


1,10,243 

1,346 

540 

2,614 

250 

1,63,604 


Dr, Balances Rs. 

Purchases 60,000 

Motor Lorry 3,250 

Freigth on Purchases 5,315 

Repairs and Replacements 905 
Coal used 5,706 

Taxes and Insurance 1,038 

Bad Debts 442 

General charges 980 

Advertising 3^800 

Machinery and Plant 25,000 

Wages . 7^221 

Land and Buildings 13,840 

Salaries 2.860 

Sundry Debtors 7,940 


fts. 

Cash at Bank 1,500 

Cash in hand 1,310 

Stock Opening 23,220 

Power 2,000 

Stock of Coal 2,000 

Nawab Ali's Drawings 4,200 

Abaid Ali’s Drawings 2,100 

Cr. Balances 

Allowances from Credilors 2,420 
Sundry Creditors 7,860 

Bad Debts Reserve 385 

Sales 74,444 

Rent Received 1 18 

Nawab Ali’s Loan 10,000 

Nawab AH’s Capital 48,000 

Abaid AH’s Capital 31,400 


After taking the following into account, prepare Trading and 
Profit and Loss Account for the year ended 30th September, 
19.. and a Balance Sheet as on that date. 


(i) Interest at 6% is to be allowed on Partners’ capitals. 

(iV) Depreciation at 10% is to be written off on Machinery 
and Plant and Motor Lorry. 

{Hi) One-half of Advertising is to be written off this year. 

(iV) The Provision for Bad Debts is to be increased by Rs. 500. 

(v) Transfer to Building Account for Rs. 1,000 from Pur- 
chases and Rs. 250 from wages representing cost of 
materials and labour spent on additions to Buildings 
made during the, year. 

(fi) Stock on 30th September 19 - was agreed at Rs. ’3,342. 
(vii) Provide 7^ per cent per annum interest on Nawab Ali’s 
loan. 

Ans. Gross Profit Rs. 5,574 ; Net Loss Rs. 8,467 ; Total of 

Balance Sheet Rs. 88,007. 

# 

32. From the following Trial Balance of A. Atmaram as on 31st 
December, 1979, you are required to prepare a Trading and 
Profit and Loss Account for the year ended 31st December, 

1979 and a Balance Sheet as on that date, after making the 
necessary adjustments : 
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Debit Balances ^ 

A. Atmaram^s Drawings 
Account 

Machinery (Balance on 
31st Jan., 1979) 

Plant and Machinery 
(additions on 1st July, 
1979) 

Stock on 1-1-197^ 
Purchases 
Returns Inwards 
Sundry Debtors 
Furniture and Fixtures 
Freight and Duty 
Carriage Outwards 
Rent, Rates and Taxes 
Printing and Stationery 
Trade Expenses 



6,000 

20,000 


5.000 

1 5.000 

82.000 

2.000 

20,600 

5.000 

2.000 

500 

4,600 

800 

400 


Postage and Telegrams 
Insurance charges 
Salaries and Wages 
Cash in hand 
Cash at Bank 


Rs. 

800 

700 

21,300 

6,200 

20.500 


Credit Balances 
A. Atmaram’s Capital 


Account 

Sundry Creditors 10,000 

Sales 1,20,000 

Returns Outwards 1 ,000 

Reserve for Doubtful 

Debts ^00 

Discounts 800 


Rent of Premises subject for 
year to 30th June, 1980 1,200 


Adjustments : 

(1) Stock on 31st December, 1979, was valued at Rs. 14,000. 

(2) Write off Rs. 600 as Bad Debts. 

(3) The Reserve for Doubtful Debts is to be maintained at 5 
per cent on Sundry Debtors. 

(4) Create a Reserve for discount on debtors and discount on 
creditors at 2%. 

(5) Provision for depreciation on Furniture and Fixtures at 

5% per annum and on Plant and Machinery at 20% per 
annum. 


( 6 ) 

(7) 


Insurance Prepaid was Rs. 100. 

A Fire occured on 25th December, 1979 in the Godown 
and stock of the value of Rs. 5,000 was destroyed. It was 
fully insured and the Insurance company admitted the 
claim in full. 


Ans. G.P. Rs. 39,000 ; N.P. Rs. 5,270 ; & B.S. Rs. 8'^,670. 


% 

33 . The following balances, were taken from the books of Shri Ram 
Prasad on 31st December, 1979. 


Capital 

Rs. 

1,00,000 

Drawings 

17,600 

Purchases 

80,000 

Sales 

1,40,370 

Purchases Returns 

2,820 

Stock (1-1-1979) 

1 1 ,460 

Bad Debts 

1.4C0 

Bad Debts Provision 
(1st January, 1979) 

3.240 


Rs, 

4 

Railway freight & other expenses 


on goods sold 16,940 

Carriage Inwards 2,310 

Office Expenses 1,340 

Printing & Stationery 660 

Postage & Telegrams 820 

Sundry Debtors 62,070 

Sundry Creditors 18,920 

Cash at Bank 12,400 


Rates and Insurance 1,3C0 Cash in hand 2,210 

Discount (Cr.) 190 Office Furniture 3,500 

Bills Receivable 1,240 Salary & Commission 9,870 

Sales Returns 4.240 Addition to Buildings 7,. 00 

Wages 6,280 

Buildings 25,000 


Rent (Cr.) 2,100 

Prepare Trading and Profit and Loss Account and Balance 
Sheet as on 31st December, 1979, after keeping in view the 
following adjustments ; 

(i) Depreciate old Buildings at 2^% and new additions to 
Buildings at 2% and Office Furniture at 5%. 

(ii) Write off further bad debts Rs 570. 

% 

(i77) Increase the Bad Debts Provision to 6% of Debtors. 

% 

(iv) On 31st December, 1979. Rs, 570 are outstanding for 
salary. 

(v) Rent Receivable Rs. 200. 

(vi) Interest on Capital at 5%. 

{vii) On 3 1st December, 1979, stock is valued at Rs. 14,290. 

(vt/'O Unexpired Insurance Rs. 240. 

Ans. G.P. Rs. 53.190 ; N.P. Rs. 16,060 ; B/S Total Rs. 1.22,950 

34. A carried on business under the Name of A & Co. From the 
following information prepare the Trading & Profit and Loss 
Account for the year ended 31st December, 1979 and a Balance 
Sheet as on that date. 


Z)r. Balances 
Drawings 
Bills Receivable 
Plant and Machinery 
Sundry Debtors (including 
B for dishonoured bills 
Rs. 1,000) 

Wages 

Return Inwards 
Purchases 
Rent and Taxes 
Stock 
Salaries 

Travelling Expenses 
Insurance (including 

premium of Rs. 300 
p.a. paid up to 30th 
June. 1980 


Rs. 

Cash 530 

10,550 Bank 18,970 

9 500 Repairs and Renewals 3,370 
28,8 '0 Interest and discounts 5,870 
Bad debts 3,620 

Furniture and Fixtuies 8,970 

62.000 Cr. Balances 

40,970 Capital Account 1,19,400 

2,7^0 Loan Account at 6% 

2,56,590 (Interest paid up to 

5,620 October, 1979) 20,000 

89,680 Sales ^ 3,56,530 

11.000 Commission Received 5,640 
1,880 Sundry Creditors 59,5^0 


400 
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Stock in hand on 31st December, 1979 was Rs 

off half of B's dishonoured Bills ; create a provision for doubt 

ful debts at 5% ; allow 5% interest on capital; Wages in- 
clude Rs. 1 ,200 for erection of Machinery purchased last yean 
Depreciate plant and machinery by 10%. Furnituie is revalued 
at the end of the year at Rs. 8,073. Provide for commission 

not received Rs. 600. 

Ans. G. P. Rs. 96.670 ; N. P. Rs. 57,783 ; B/S Total 
Rs. 2.51,733. 

35 From the following Ledger Balances extracted at the close of 
a trading year ended 31st December, 1979, prepare a Trading 
Account, Profit and Loss Account and Balance Sheet as at 
that dale after giving effect to the undermentioned adjust- 
ments : 

Rs. Rs. 


Capital Account on 
1-1-79 

Stock Account on 
1-1-79 

Purchases Account 
Sales Account 
Returns Inwards A/c 
Returns Outwards A/c 
Carriage Inwards A/c 
Carriage Outwards A/c 
Wages Account 
Salaries A/c 
Rent A/c 

Freight and Dock Charges 
Fire Insurance Permium 
Account 
Bad Debts A/c 
Discount Account (Dr.) 
Apprenticeship Premium 
Account (Cr.) 


50.000 

8,000 

20.000 
80,000 

1.500 
400 

1,200 

2.500 
3,3C0 
5.5C0 
1,100 
2,400 

900 

2,100 

500 

1.500 


Printing and Stationery 
Account 

Rates and Taxes Account 
Travelling Expenses A/c 
Sundry Trade Expenses 
Account 

Business Premises A/c 
Furniture and Fixtures 
Account 

Bills Receivable Account 
Bills Payable Account 
Sundry Debtors Account 
Sundry Creditors A/c 
Packing Machinery A/c 
Smith’s Loan A/c (Dr.) 
Investments Account 
Cash in hand 
Cash at Bank 
Proprietor's withdrawals 


250 

350 

150 

200 

55.000 

2.500 

3.500 

2.500 

20.000 
15,800 

4.500 

5.000 

3.000 
250 

3.500 
3,000 


Adjustments to be made for the current period are 


1. Stock in hand at 3Ist December 1979, Rs. 7,000. 

2. Wages to Labourers for the last month are outstanding 

Rs. 300. ^ 

3. Salaries to clerks for the month of December, 1979 are 
outstanding Rs. 500. 

4. Rent of godowns for the last month is outstanding 

Rs. 100. ' 

5. Fire Insurance Premium include Rs 600 paid on 17th 

July 1979, to run for one year from 1st July 197^ to 30th 
June 1980. 


6. Apprenticeship Premiums are for three years, paid in 
advance on 1st Jan. 1979. 


7. 


36 . 
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A Stationery bill for Rs. 30 remains unpaid and un- 
recorded. 

Depreciate : Business Premiums by 5%; Furniture and 
Fixtures by 10% and Packing Machinery by 10%. 

Create a provision on debtors for doubtful debts at 5% 
and discount at 3%. 

Create a reserve on creditors for discount at 2%. 

Interest on Smith’s Loan for one year has accrued at 7%. 

Interest on Investments at 5% for the half year to 31st 
December 1979 has accrued. 

Interest on Capital to be allowed at 5% for the year. 

Ans. Gross Profit Rs. 50,700; Net Profit Rs. 30,779; Total of 
Balance Sheet Rs. 99,955. 

Trial Balance of Mr. A prepare Trading 
and Profit and ^ss Account for the year ended 3 1st Dec 1979 
and a Balance Sheet as on that date. 

TRIAL BALANCE 


8 . 

9. 

10 . 

11 . 

12 . 

13. 

14. 


Debit Balances 
Drawings 
Bills Receivable 
Machinery 

Debtors (including X for 
dishonoured Bills of 
Rs. 1,000) 

Wages 

Returns Inward 
Purchases 
Rent 

Stock (1-1-79) 

Salaries 

Travelling Expenses 
Insurance 
Cash 
Repairs 

Interest on Loan 
Discount Allowed 
Bad Debts 
Furniture 


Rs. 

5.275 

4,750 

14,500 


30,000 
20,485 
2,390 
1,28,295 
2,810 
44,840 
5,500 
945 
200 
9,750 
1,685 
500 
2,435 
1,810 
4,480 


Credit Balances 

Rs. 

Capital 

59,700 

Loan at 8% 

(on 1-1-79) 

10,000 

Commission Reed. 

2.820 

Creditors 

29,815 

Sales 

1,78,215 


2,80,550 2,80,550 

The following adjustments are to be made : 

(i) Stock in the shop on 3lst Dec., 1979 was Rs. 64,480. 

(;/) Half the amount of A'’s Bill is irrecoverable. 

(in) Create a provision of 5% on other debtors. 

(iV) Wages include Rs 600 for erection of new machinery. 
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(v) Depreciate Machioery by 5% and Furniture by 10%. 

(vi) Commission include Rs. 300 being Commission received in 

(5.S C. Delhi, 1980) 

Ans. Gross Profit Rs. 47,285 ; Net Profit Rs. 30,472 & Total 
Balance Sheet Rs. 1,25,312. 

37. From the folIoA^ing Trial Balance of Shri Shyam Lai, prepare a 
Trading and Profit and Loss Account for the year ended on 
31st March, 1980 and a Balance Sheet as on that date : 

TRIAL BALANCE 


Debit Balances 

Rs. 

Credit Balances 

Rs. 

Cash in hand 

2,050 

Sales 

1,10.243 

Stock (1-4-1979) 

6.839 

Capital 

28,000 

Sundry Debtors 

20.100 

Sundry Creditors 

10,401 

Drawings 

3,000 

Bills Payable 

12.614 

Land and Building: 

12.000 

Purchases Returns 

1,346 

Interest on Loan 

300 

Rent Received 

750 

Purchases 

66,458 

Loan (on 1-10-79® 10%) 

12,000 

Carriage Inwards 

2,929 

Bad Debts Reserve 

710 

Motor Car 

20.000 



Salaries 

9,097 



Bills Receivable 

3.000 



Carriage Outwards 

2,504 



Cash at Bank 

3,555 



Bad Debts 

525 



Taxes and Insurance 

2,891 



Furniture 

6,882 

* ^ 


Discount 

540 



Advertisement 

3,264 



Misc. Expenses 

3,489 



Rent 

6,641 



• 

1,76,064 


1,76,064 



The following adjustments are to be made : 


(«) 

(l>) 

(c) 

id) 


Stock in Hand on 3Ist March, 1980 was Rs. 6,250. 

Depreciate Land and Buildings @ 2J% and Motor Car @ 

10 %. 


Salaries and Taxes amounting to Rs. 750 and Rs 350 res- 
pectively are outstanding. 

Make a provision of 5% on Sundry Debtors for doubtful 
debts. 


(S.S,C. Delhi 1980 Comptt.) 

On 1st January, 1978 the Provision for Bad Debts showed a 
credit balance of Rs. 3,600. During the year the bad debts 


amounted to Rs. 2.800. The Debtors on 31st December 1978 
amounted to Rs. 96,000 and a provision of 5 /o for bad and 
doubtful debts was maintained. 

The Bad Debts during the year 1979, amounted to ^,400. 
On 31st December, 1979, the Debtors amounted to Rs. 1,00,000 
and a 5% Provision for Bad Debts was required to be kept. 

In 1980, the Bad Debts amounted to Rs. 1,200 and the Debtors 
at the end of the year amounted to Rs. 40,000 on which a pro- 
vision of 5% for Bad Debts and a provision of 5% discount 
was to be maintained. 

Show the Provision for Bad Debts Account and also how these 
items will appear in the Profit and Loss Account and Balance 
Sheet of each of these three years. 

On 1st January, 1979 the provision for discount on creditors 
were Rs, 1,200. The discount earned during the year amounted 
to Rs. 1.040. The creditors on 31st December, 1979 were 
Rs. 50,000 and a new provision of 2 is required. 

Show the Journal, Ledger, Profit and Loss Account and 
Balance Sheet entries relating to discount. 

Sundry Debtors as on 3 Ut December, 1978 were Rs. 40,000 
and you are required to make a 5% Reserve for Doubtful Debts 
and also a 5% Reserve for Discount as on that day. The actual 
bad debts during the year 1979 amounted to Rs. 1,600 and the 
Discount allowed was Rs. 1,700. The Debtors at the close of 
the year 1979 amounted to Rs. 50,000 an 1 Reserve for Doubt- 
ful Debts and Reserve for Discount arc required to be main- 
tained at 5%. 

Give Journal Entries and accounts relating to both the years. 
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Methods of Presenting * ma. 

So far we have studied the °ce^ Sheet.^'^^^e" prepa- 

Trading A/c. profit & Loss A/c and statements are very 

ration of these final accounts business but also for the 

essential not only for the business, the creditors, the 

world outside. The People cjaff the income-tax authorities 

banks, the workers and the ‘^7 interest in the business 

and all those who have any type or imc 

have to know ^".^P^ifenU^show this position. As such 

accounts or the financial statements * . , „iye the details 

these statements should be knowing about them. These 

financial statements fhe nreparation of these 

Loss account, and (Hi) Balance Sheet The prepara 

accounts are not ‘'8a'ly n^essary g obligation to 

.£rL”/.ir»g siec's 2S9-2 , 1 or .h= co». 

panies Act. 

Methods of Presenting Financial Statements 

The following are the most prominent methods of presen mg 
these statements : 

1 Traditional Method or T. Form Method. This method 

has already been discussed in earlier chapters ’ 

accounts. Under this svstem these statements ar| gp d th 

S' .'''L™ r=,m“v“" l™ .1,= r<..m or 

fXoun EvS“Sr tbi, nielhod there ate two rgsteras 

prevalent, the British s,stem and the American systetn Under 
the British system the liabilities are shown on the s'"!® 

and the right hand side shows all the Assets and P^°P®5g ® ' 
the American system it is the reverse. That is all the assets a 
shown on the left hand side and all ‘he hab.lities mcluding capital 
are shown on the right hand side. The argument put forward is 
that since all assets are debit balances, they should be 

left hand side which is the debit side. And a’’ fb‘ 

balances. SO they should be shown on the right hand side or tD 

credit side. In India the British system is followed. 

2. Vertical or Columnar Method. Under thi6 system 
the assets and liabilities are shown in vertical order instead of m two 
sides of the T form. Even under the same system there are two 
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methods. Under the first, the total of all the assets is matched with 
the total of all the liabilities. Under the second, the fixed assets and 
the current assets are shown separately and then totalled. From 
this total is deducted the capital, loans and the creditors, the balance 
then indicates the cash in hand and the net gains of the concern. 
- use^ a modified method wherein the working capital 

w added to the fixed assets which show the total investment in the 

borrowed capital is deducted from this the balance 
will show the cash balance including profits. 


Current Assets 

% 

Cash 

Cash at Bank 
Bills Receivable 
Trade Debtors 


Vertical For 


1 1 


of Balance Sheet 


BALANCE SHEET OF 
As On 


Inventories 
Accrued Income 
Marketable Securities 
Total Current Assets 
Less : Current Liabilities 



Trade Creditors 


Bills Payable 
Bank Overdraft 
Accrued Expenses 
Total Current L^ bilities 
Working Capital 

Fixed Assets 
Furniture & Fitting 
Land & Buildings 
Machinery 



Total Fixed Assets 


Less : Long Term Liabilities 
Loans 

Fixed Deposits 


Net Assets 
Derived Fro 


M 


Capital 

Reserves 

Shareholders* Fand 
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Income Statement 

Gross Sales 

—Sales Returns & Allowances — 


Net Sales 
Cost of Sales 


Gross Profit on Sales 
—Operating Expenses 

(a) Selling Expenses 

(b) Administrative Exp. 

(c) General Expenses 

Income From operation 
-|- Other Income 

Total Income 
— Other Expenses 


Net Income for the Year — 


3, Summary Type Method Under this method all the 
amounts are categorised under certain heads and their totals shown. 
As regards Profit and Loss account the expenses are classified as (i) 
cost of raw material. (//) manufacturing expenses, {Hi) administra- 
tive expenses, and (iv) sales and distribution expenses. Likewise in 
case of balance sheet the assets are divided into (0 Fixed assets and 
(if) current assets and liabilities into (a) current liabilities and (Z>) 
fixed liabilities and capital. The presentation of final account can 
be done in any of the two ways described earlier. 


Specimen of Income Statement in Vertical Form 

SUMMARY METHOD 


Gross Sales 

( — ) Sales Returns and Allowances 

Net Sales 
Cost of Sales 

Gross Profit on Sales 


1977 

Rs. 

15,300 

300 

15,000 

9,100 

5.900 


Operating Expenses ; Sales Expenses 

Administrative Expenses 

Total Expenses 

Income from Operations 
Other Income 

Total Income 
Other expenses 

Net Income For the Year 


3,000 

1.500 

4.500 
1,400 

1,550 

200 


1,350 
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Specimen of Balance Sheet in Summary 

BALANCE SHEET OF 

As on 31st December^ 1979 


ASSETS 

1 

Rs 

LIABILITIES 

Rs. 

Fixed Assets : 

Land and Buildings 
Machinery 

Current A.ssets : 

Stock 

Sundry Debtors 

Ca.sh 

54.tiOn 

1,86.C00 

4 

48.000 

21.000 
21.0C0 

Paid-up capital 

Reserve and Surplus 
j 5% Debentures 

Current Liabilities : 

Trade Creditors 

Creditors for Expenses 
Provision for D. Debts 
Provision for Deprecia- 
tion 

97.500 

37.500 

90.000 

30.000 

6.000 

900 

68,IC0 


3,30.000 


3.30i000~ 


Requirements of Financial Statements in the case of Limited 

Companies 

Whenever the financial statements of limited companies arc 
to be prepared, the following points have to be kept in mind : 

(i) Facility for making a comparative study. For this purpose 
the figures of the last >ear should also be shown together with those 
of the current year. 

(iz) It should depict a true and fair picture of the financial 
position. The statement should represent trucly the real position of 
the business. Nothing should be kept out. It should fulfil the 
requirements according to the schedule No. 6 part I and 11 of the 

Act. 

{Hi) Convention of Materiality. Efforts should be rnade to 
present the figures to the nearest possible correct figures. This ques- 
tion arises because in modern times the figures do not show paise 
or.-quite often the figures are rounded up in thousand or ten 

thousand. 

(iv) Disclosing of Accounting Policies. Mention must be made 
of the accounting policies. If a change has been brought 
system of calculating Depreciation or Reserves, a mention of the 
same has to be made in the financial statements. 

(v) Statement should be quite intelligible. They should be 
presented in such a manner so that it can be easily understood by 
even ordinary persons, 

(i/) Statements should be Accrued and Reliable. No attempt 
should tc made to manipulate or hide facts. 
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diSdnT” ?** ir/esi^ct o”t£“'names,tuaT- 

s?;s?«p?s='-o£'.».s. p.,<,ui.i«, of "=• 

are to be provided. 

Recent Trends in Presenting the Statements of Acconnte 

* M 0 » of <6. .ou..,y. oop«oHf ““fjsa 'K-bS: 

of the various “ffnanc^^ statements of their respec- 

S rr,.nas lBeh“r !n ™ruV,°l.“day. may ba briefly de.ci- 

bed as under ^ ... 

1 Format and general get up. The annual report. N\hich 

^omlYnfeverp'holoVaph“s‘pfi^^^^^^ 

ipedaTaTte*S"*A advertisement 

Ke company but also instals confidence in the company and itsr 

management. 

2. Size of the financial statements. According to the new trend 
the size of the Profit and Loss account and Balance Sheet is reduced 

to its minimum. However, all relevant informations 

the form of annexures, which are considered to be a part of these 

financial statements 

3. Highlights. The achievements of the company in various 
areas of its activities are highlighted under various headings like. 
Digest of results, Financial Highlights, the year under review. Facts 
at a glance etc. The purpose is to acquaint the employees as also the 
shareholders with the achievements of the company during the year. 

4 Vertical Presentation of Final Accounts. The traditional 
method of presenting financial statements in account form of T 
shape is now being discarded and Vertical form of presentations of 
financial statements is becoming popular. This method is considered 
best of all, because all the relevant information are put together 
under this method. Moreover, uuder this method the balances of the 
last year together with analysis ratios are also provided which enables 
the reader to understand it clearly. The balance sheet contain, total 
capital, working capital, liquid assets, shareholders capital etc. These 
information were usually not made available under the traditional 
methods. 

5. Presentation in round figures. The use of paise is avoided 
altogether. Balances are rounded- off in hundred, or thousand and 
sometimes ever in ten thousand. 

E-B .K . (22) XI 
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6. Additional schedules. AH these relevant and supplementary 
information are also provided together with the Profit and Loss A/c 
and other statements in the form of additional schedules. These may 
mclude list of creditors and debtors. Funds Flow Statement and 
Cash Flow Statement etc. 

7, Use of charts, diagrams and pictorial presentation. The use 

^visual aids in annual reports have become very popular these days. 
The charts, diagrams and pictorial presentation have a lasting effect 
ofl the readers minds. Quite often when profits have been reduced 
on account of heavier taxes or higher prices of raw material or the 
liKe issues, they are very nicely shown through these methods. 

Classification of Assets and Liabilities 

All the assets and liabilities are usually classified into two cate 
gories current and fixed. 

Current Assets. According to Haward and Upton the current 
assets, “are usually defined as those assets which are convertible 
into cash through the normal course of business within a short time 
ordinarily one year”. According to AICPAC Committee on Accoun- 
ting Procedures current assets may be defined as, “Cash and other 
assets or resources commonly as those which are reasonably expected 
to be realised in cash or sold or consumed during the normal opera- 
ting cycle of the business.” Under this category comes cash, receiv- 
able bills of exchange, debtors, prepaid expenses goods. 

Current liabilities. Current liabilities may be defined as short 
term liabilities, which become due within a year and usually paid 
from current assets. These include Bills payable, Bank over- 
draft. creditors, unpaid expenses, unearned income etc. 

Sometimes even long term liabilities are counted as current 
liabilities provided its payment is to be made from current assets. If 
the current assets are almost double of current liabilities, the finan- 
cial pssition of the business concern is supposed to be good. The 
difference between current assets and current liabilities is called 
working capital. It has a great importance in the day to day running 
of the business. In case it is not sufficient, the day to day working 
will become difficult. Those transactions which affect fixed liability 
and fixed assets do not affect the working capital. It can be expressed 
through the following equation : 


Working Capital —Current Assets — Current Liabilities 


Fixed Assets. According to Finney and Miller, “Fixed Assets 
are assets of relatively permanent nature used in the operation of 
business and not intended for sale” They bear the following charac- 
teristics : — 

(/) They are of permanent nature ; 

(//I They are bought for the use of business ; and 
(Hi) They are not bought for resale and earn profit. 
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1 hese fixt d assets are usually of two kinds : 

(a) Tangible Assets. These have definite physical 

be seen and touched, e.g.. land, buildings machines and furniture 

etc. 

(b) Intangible Assets. 1 hese assets have no physical existenre 
nor hivl they Iny intrinsic value. They are usually of a permanent 
nature, e.g.. Goodwill, Trade mark, Copyright, etc. 

The nature depends on its use rather than the assets itself. 

Finney and Miller have said well, “A factory buildmgno 

in the operation is not a fixed asset because it is not used in the 

operation of the business.” 

Fixed Liabilities. Fixed liabilities are those long term liabilities 
and may be defined as the claims which are not due for a compara- 
tively long period. Capital, Reserves, Long term loans from Govern^ 
ment and financial corporations are the examples. 


Standard 

1 . 

2 . 

3. 


Questions 

What are the various forms of presenting Final Accounts ? 
Which of them do you consider to be the best and why 7 
Classify assets and liabilities with suitable examples. 


What are the main requirements of Financial Statement in 
the case of a Limited Company ? 


4 . 

5. 

6 . 


What are the recent 


trends of Financial State 


19 


ents ? 


What is working Capital 7 How is it calculated 7 


Write short note : 

Working Capital in Accounting 


(Delhi S.S.C. Exam. 1978) 


7. Bring out the distinction between Fixed and Current 
Assets. 

S Define Working Capital. How would you calculate work- 
ing capital from a given Balance Sheet. 

^ ^ (S S.a Delhi, 1980) 


16 

Accounting Theory 


FiiAncial Statements 

Financial Statements mean such original documents prepared 
by the accountant as give information about the financial situation 
of the business. These include two statements prepared at the end 
of the year (/) Profit and Loss Account or Income St itement 
(/i) Balance Sheet or Position Statement. These two statements are 
collectively called financial statements. These days financial state- 
ments also include (i) Profit and Loss Appropriation account ; and 
(j 7) Funds flow statement. These statements are completed with the 
help of some supplementary lists e g , debtors’ list, creditors list, list 
of fixed assets and list of investments. 

Importance of fianancial Statements. There is a great impor- 
tance of financial statements, because the statements are the best 
means of communicating the results of management to the owners 
of the business, employees, customers and the general public thus 
they are good source of public relation. Beside economists, labour 
leaders, journalists and politicians arc also interested in them. 

Essentia] of Ideal Statements 

(1) Brief Presentation. Financial statements should be pre. 
sented in brief so that it might be easy to read and understand’ 

them. 

(2) Classification of necessary information. All the necessary 
information should be clearly given in the financial statements so 
that they may give a true and fair view of the position* 

(3) Use of necessary lists. To give supplementary informa- 
tion given in the Profit and Loss A/c and Balance Sheet necessary 
lists of sundry debtors, sundry creditors and other lists should be 

used. 

(4) To make available the necessary material available to the 
Tarions parties. Necessary material for shareholders creditors 
prospective creditors, managers, etc., should be available in tne, 

financial statements. 

(S') Easy expression of figures. Paise should not be used in 

financial statements and as far as possible other figures should also be 
shown in multiples of 100 or 1,000. 

(6) Clear knowledge of financial statements. Financial state- 

men :s should clearly show the financial position of the business. 
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(7, Facility of comparative, study Financial statements 
«houi?provide facility for comparative study. 


ments provide 
froni many limitations. 


Although 


(1) Financial statements fn^aclual facts, e g 

some figures in ®^t7”re"influeoced by many presumptions, 

L., life time of a machine, bad debts and about the 

Sess and when thc^e assumptions do not prove true 
instead of profit. 

(2) No knowledge of the present Sess' because 

cial statements fail to give the and the book value. 

nSarthTth" L^ok ^Set“:ssets may be same as 

“^'^^sr'No Knowledge of all the Information^ SrSneir'oSy 

do no give complete ' u| expressed in money, 

those information are available . howsoever, impor- 

Those that cannot be expressed in money are lert, nowso 

tant they may be. . 

(4) Figures of Financial Statement are not very true. | 

of finding out the truthfulness of the figures. 

f51 Decoration of Accounts. Now-a-days too much attentmn 

in 'S Sy'S’kS ^,““,rn,°en.s I?c fnfSS Je SeW 

posiiion of the^business seems to be sound but actually these accounts 

are far from the truth. 

f6I Fixed time limit. Financial statements are true on the date 
on whiih they are prepared. Beofre and after that date they are 

not true 

Postolates of Accounting 

While following conventions of accounting the accountan 
assumes certain postulates and principles of accountancy are b^ed 
on these postulates. These postulates are based on many economic 
political and business ideas and conventions. It is possible that m 
the beginning the accountants have accepted some postulates due 
to experience or due to some reason and later on thev were accepted 
as principles when their utility was proved. Thus we can say that 
the postulates of accounting are based on provings. Following 
are the postulates of accouting : 

(1) Monetary Postolates. The accountant presumes that the 
financial position of the business should be expressed through a 



common measuring unit of money and fluctuations in the value of 
money should be totally ignored because there are very few fluctua- 
tions in the value of money. This is the reason why it is not thought 
necessary to give att^^ntion to the changes in the value of money 
while preparing the financial statements. 


Although the results of the financial statements might hot 
prove true if there is too much change in the value of money • vet 
most of the accountants believe in this concept. * 


the hewif The accountant proceeds with, 

the belief that the business would continue for an indefinite period 

This is'^Jhe'^ continue nil the businessman is not declared insChentr 

reas^on why assets are shown at their cost price in the 
Balance Sheet and not on their present saleable price. 


n il^u Postulates. In business income from sales 

would be taken only when it is taken to have been realised. 


Separate Business Entity. The accountant presumes 

that the business is separate from its owner. These two have a 

separate existence. Example of joint stock company clarifies this 
Situation • 


Accounting Principles 

Accounting principles mean the plan which otpla-ns the 
method adopted to prepare financial statements. The accountant 
has to follow these principles while preparing accounts. 1 hese are 
not principles of law and they are not available in any law book 
They are concerned with the accounts and financial statements* 
These principles are such as are not framed by any individual or bv 
Government. They are based on certain postulates and conventions^ 
"Accountir.g Principles are broad rules adopted by the accounting 

profession as guides for use in recording and reporting the affairs 

and activities of a business to its stockholders, investors, creditors 
and other outsiders.’* 

Evolution of Accounting Principles. These principles have been 
evolved over a long period by professional accountants in trying 
to find solutions to many problems arising out of various needs of 
business. The evolution can be depicted like. 

Problem->j Tbinking[- ^| Thcor yl-?> |Principle l 

Following points are worth mentioning in this connection : 

(1) These principles are man made. Principles of account- 
ing are man-made. So they cannot be universal like principles of 
physical science. These principles are useful because they are based 
on logic, experience and practical. 

* 

(2) Lack of noiversal acceptance regarding these principles. 
All the accountants never agree to a principle unanimously. So it 
cannot be said that a particular principle will be applicable every- 
where in the same way. 
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^ SBI^ SSs uZli .s 

on different occasions. •j,„Heve- 

(5) Rapidly Dereloping. These principles are rapidly d 
loping. 

ness. Financial f it has got its own conventions 

Accounting is the language of bus^ followed 

and concepts, rules and sub ru wn emerged 

The present form of accountancy which we see lo y 

out after hunderd of years of t?ue i^this case. In 

sity is the mother of >" vent. on has Proved true^in^t^^ 

accountancy broadly , P” P uj-u are free from personal 

‘Jr^XfanXre^'^^^^^ used without any complexity 

or additional cost 

preparing the various statements relating to accounting. 

Conventions of Accounting— Following are the mam con- 
(mentions of accounting ; 

(1) Convention of full disclosure— This convention irnphes 
that accounts must be honestly prepared and all significant inter- 

mation must te disclosed therein. This notion is more important in 
joint stock companies because of divorce between capital ana 
management. Standard forms of Balance Sheet and schedule ot 
contents of the Profit and Loss Account are prescribed by lasy. 
These forms are designed to make disclosure of all relevant tacts 

compulsorily. 

(2) Convention of Consistency — In order to enable the 
management to draw important conclusion^ regarding the working 
of a company over a numbor of years* it is but essential that 
accounting practices and methods remain unchanged from one 
accounting period to another. For example, same method of providing 
depreciation should be followed consistently. Simikirly same method 
should be used for valuation of unsold stock. Otherwise the results 


would be misleading. 

(3) Convention of Conservation — This is the policy o. 
‘Playing Safe'. It takes into consideration all prospective looses but 
leaves all prospective profits. Valuation of stock is done at^ market 
price or cost price whichever is less’ Making the provision for 
doubtful debts and discount on debtors in anticipation of actual bad 



^ebls and discount is an example of this convention. The main aim 
of published accounts is to convey and to conceal the information. 

(4) Convention [of Materiality or Keasonable Degree of 
Accuracy — According to this convention information received 
throufh accounts should be really true and materialistic. It depends 
upon (he nature of business as to v hat is material and true. 

Accounting Concepts 


C0ncem\ w Crncepts-This is a very important 

cXXp purposes the business is treated as a 

In mher emity apart from its owners, creditors and others, 

to ^oprietor of an enterprise is always considered 

IrarLctfonfnf distinct from the business which he controls All 
from tK.' f business are recorded in the books of the business 

^ the business has 

ni*s transaction will be recorded in the books of 
he firm by debiting Cash A/c aad crediting Capital A/c. For legal 
ano most practical purposes, we regard the sole trader and his 

the same thing. But for accounting purposes we 
regard them a different entities. ^ y t' 


(2) Matching revenue and expenses— With the intention of 
earning profit, the businessman is always busy in his business. He 
always tries to find means to maximise his profit. For this purpose it 

n necessary to match revenue and expenses of a particular period. 

iTom IS the result of business activities For this knowledge of 
prom during a particular period is not sufficient but we have also to 
see the expenses incurred during that period. 


(3) Going Concern Concept— According to this concept the 
business unleis and until has entered into a state of liquidation, 
if be viewed as having an indefinite life. Long-term business is 
better than a temporary one. The reasons for this are 

(/) An individual is provided to invest money in the business. 

(fi) Accountant of the business does not make unnecessary 
assumption regarding the forced sale values of goods and assets. 

(///) Assets arc depreciated on the basis of exected life rather 
than on the basis of market value. 


Going concern concept has been defined as follows ; 

“A business enterprise in operation, with the prospect of 
continuing operation in the future, its assets, liabilities, revenues, 
operating costs, personnel, policies and prospects ; a concept basis 
to accounting of importance in the valuation of intangible assets.'* 

(4) Realisation Concept— It is a firm rule in accounting that 
revenue is considered to have been earned when it is realised. It can 


M .an.rf only kv t.nn.ftr of soods or P”'" "''le.” 

?f' s?,c” ^Sv?,!;r\ro”SS ’oCjj. 

S„1Se‘„r,oT.» br» rS f '{ " tS'^Tat "-rgS'cS “nU. 

fs SrS ‘ o k- b“; -nri when .h. goods .,. .oad.d on rk. 
ship or delivered to the buyer. ^ 

When does ‘'’® is acfeptlVb^^^^ that the date 

differ on this issue But < ne fact is a date on whic^h 

which the accountant whichever is later is consi- 

goods are actuatly *cnt. out oMhese 

dered to be the date of tiansfer be known 

The amount of profit earned b of gold 

after the sale has been done. JV Therefore, the 

mines. The price of 6°’^’ Sd to be the income of that 
cut of the mines during a year is P? j^on of the amount of sale, it 
>ear. When there is ^oubt m rea hsat.on oi 

Mnnot be treated as income ff°^ jJJJg income is to be earned 

case of goods sold on instalment basis. Here in 

when all the insialmenis are recei • ^ome goods were 

An example will clarify i^*'-P°p^bruary.^ There is five yeart 

irrS ;„V”".vyoi “sppppf is' t 

hVl? bST'rral'ilrf prob.b'c r.psitlng ch.rges .n tul»rp «i 

be deducted out of it. 

(5) Money Measurement ^""'^Pf-^oilev^are recorded^' in the 
■events as can be interpreted in ^cope of book-V eeping. 

In accounts health position of the ^es'den^t^^ ^t^^ talking terms 

mentioned nor the fact that two oflR .j.or with better product 

with one another, nor 'he fact that a emplU" are on 

has entered into the market, nor 'he measure of value That 

strike Money is the universally accepted measure 

iswhy every tiansaction is expressed in money .u,. nrefit 

,t, TbP C..«p.-Accor<ib,g to ,f 

is considered to be earned only when nrofit is an example of 

owner's equity, r.e , capital. Selling goods o p * study 

this type How lias the profit accrued can be J^/rV 50^^^^ 

its two aspects For example, a buMnessman sells f 

The cost o"^its production is One tran^acuon 

assets while the other decreases it. When a. there is 

transactions, there is increase in assets, there is ^ p 

decrease in assets where there are expenses 

If receipts are more, there is profit, if expends 
is loss. In the above transaction the receipts are Rs. 500 and expen 

ses are Rs. SOO. So there is profit of Rs. 2U0. 


Profit meaDs increase in the owner’s equity and not increase ni 
cash. It can be said with certainty that where there is profit the 
financial position of the business will be good. But it cannot be 
laid that mcrease in cash will result in good financial position of the 

business. There can be other reasons for increase in cash, e z money 
borrowed from someone. * ’ ^ 

For example a businessman borrows Rs. 20,000 from the bank 
It increases his cash no doubt, but it also increases bis liability on 
the other hand. So owner s equity is not affected. 

Goods sold 

thl » D ini?® of business. If the cost of producing 

the goods IS Rs. 300, the profit will be Rs. 2f0 only. * 

rial M does not indicate that the finan- 

it twelv^nnin'? However, if the profits are more, 

• ^ P **' ® towards the sound condition of the business. >. ash can- 

increase because of so many reasons, e g , receipts from debtors or 

less payments to the creditors. But these things will not affect the 
owner s equity. 

(7) Accoooting Period Concept-The profit of any concern is 
calculated by companng the capital at the time of beginning of 
business and at the end of the business. However, it is almost 
impossible to wait till a very long period. Nor it will be allowed by 
inconie tax rules. It is because of these reasons that some definite 
period IS decided uron as accounting period’, which is usually a 
year or twelve months. This is arbitrarily fixed. This is called 

accounting period concept. This helps in improving relations between 
partners. 

(8) Verifiable, Objective Evidence Concept— These should be a 
sufficient evidence for all business transactions supported by vouchers 
or receipts. These vouchers are evidence in business and the accounts 
can be audited on the basis of these. 

(9) Dual Aspect concept— This concept is based on the princi- 
ple that every transaction has two-fold aspect. If in a business there 
is increase in an asset, then some other asset or cash should be given 
in its place or there should be promise of payment in future or 
there should be gain to the busine^man or he should have invested 
some additional money in the business to acquire that asset. Ttus 
concept is true in the opposite direction also. 1 bus in a busineis 
follow ing equation should be true : 

Assets = Liabili ties + Capital 

OR 

Capital = Assets— Liabilities 
lentai Accoanting Assamptions 

International Accounting Standards Committee has recently 
started work for standardising norms for accounting at international 
level According to this co nmittee a distinction must be made bet- 
ween accounting concept and Accounting assumptions. The committee 
suggests that all final statements should be prepared with the follow- 


Fanda! 
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assumptions are : . . mnsistency in 

1. Consistency -It 1’®^” ‘buslnes^lhroughout. ie., year 

respect of accounting P® determination of value of stock, the 

ly.Tcalcol'iiKp-ia.io. >h,u.d con.I.u. .0 b, .h= s.m. 

2. *cc„»i b..is-'. .Si'ui'ISrf" V= S. 

should be treated only that a revenue has 

or payment of cost should n and expenses should be 

rccSed^/oK when they have actually become due. 

3. Going concern The "business'^ will 

rnS'ro“'dS« pirio'd. KhS i. « pel,h„ goi.g <0 t» closed 

“I'fbwcted Ihat Ihca, f;pd.m.n^ 
followed. Jf not a reference to the same has to D 

'“‘’"'According to this committee there is a lot of d'^hirnTeSS 
accounting concepts and accounting bSSTo"Lll^^he^accoun^ 
the accounts, it i, TT ‘se Ts freTto choose any one 

’^®rtiS%icy regarding ^^'“^["’“^busTn^sman To “decide °whiS 

basic a businessman while he chooses a 

particular procedure : 

(0 Prudence. The policies should be such whmh would guard 
against risks and losses, but should not necessanly create secret 

reserves. 

Hi) The contents should have more importance than the for- 
mat. In accounting the format does not matter so much as th 
correctness and accuracy of the facts and statements. 

(ill) All important and relevant facts must be reported, 
that on its basis definite conclusions can be arrived at. 


Standard Questions 

1. Explain the conventions of Accounting in short. 

2. Explain the concepts of Accounting in detail. 

3. ‘Business is a separate entity. Explain. 

4 . What are the advantages to the accountant in accepting the 
‘Going Concern Concept’ 7 
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5. What is the importance of Matching Concept 7 

6. Explain any three of the following (in 50 words each) : 

(i?) Dual Aspect Concept (6) Money Measurement Concept 
(c) Going Concern Concept id) Matching Cost Concept 

7. Write notes on t 

(/) What is meant by Financial Statements 7 

(/7) Matching Cost with Revenue. 

{Hi) Money measurement Concept. 

{Delhi Senior School Certificate Exam, 1978) 

S. What do you understand by ‘Accounting Concepts and 
Conventions.’ Explain any two of the following : 

(а) Consistency Convention; 

ib) Convention of Disclosure; 

(c) Dual Aspect Concept; 

id) Going Concern Concept, 

{All India Senior School Certificate Exam^ 1978) 

9, Explain clearly the meaning and significance of the Going Con- 
cern Concept. 

{All India H,S, 1976 A Delhi H,S„ 76) 

10, Write a short note on Realisation Concept. 

(D.H.S. Comptt, 1976, All India H.S , 76) 

H. Explain the meaning and significance of money measurement 
Concept. {D.H.S. Comptt. 1975 & 77, All India H.S„ 1975) 

12. Explain the meaning and significance of Accounting Concept. 

{All India H.S., 1977} 

13. Distinguish between 

Business Entity and Going Concern Concept. 

[Delhi Senior School Certificate Exam. 1978 (c)] 

14. {a) What do you understand by the ‘Materiality Convention* 

and the ‘Convention of Conservation’ and ‘Prudence* 7 
Explain in brief. 

(б) ‘Revenue ea/ned and cost of earning that revenue should 
be properly identified for a peirod.’ Explain this statement. 

{Delhi S.S.C Exam., 1979 1980 A 1980 Comptt.) 

15. What do you understand by matching cast with revenue. 



Depreciation 


£ the value of an asset from any cause. 

According to R. G. Williams, “Depreciation may be defined as 
a gradual delerioraiion in value due to use. 

A tn J R BailiboL “Depreciation means permanent 

.te at??- .0 we.^ aad «a, o, f,0» «y o.h« 

cause.” 

According to R. N. Carter, “Depreciation is the gradual de- 
crease in the value of an asset from any cause. 

According to Pickles, “Depreciation may be defined as the 
perm^ent and continuous diminution in the quality, quantity or the 

value of an asset.” 

According to Spicer and Peglar, “I^preciation may be defined 
as the measure of the exhaustion of the effective life of an assets 

from any cause during a given period.” 

Causes of Depreciation 

Following are the reasons of depreciation in the value of 
assets : 

(1) Constant Use. The value of an asset decreases because- 
of its constant use. This is more applicable on machinery. 

(2) With the passage of time. The value of asset also dec- 
creases with the passage of time. 

(31 Finishing of the product. The value of an asset declines 
due to finishing of its product, e g., coal in coal-mines. 

(4) Accident. The value of asset decreases due to accidents 

also. 

(5) A fall in price. When there is a permanent fall in the 
price of an asset, its value depreciates, e.g., investments, etc. 


Need for Providing Depreciation 

% 

Depreciation is provided due to the following reasons ; 

(0 To find oat net profit. The businessman has to incur 
certain expenses in earning revenue. Fall in the value of assets used 
in this process is a part of the cost and should be shown ia the 
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Profit and Loss A /c of the year, 
correct net profit. 



ise it uiit not show the 


(«) To find oat correct financial posiHon. If the deprecia- 
tion IS not provided the assets shown in the Balance Sheet will not 
be shown Their correct value and the picture will not be true. 

(hi) Fot the replacement of Assets Thebusinessmantakesadvan- 

comes when these assets 

^come totally useless and need to be replaced. By maintaining a 

depreciation fund or by taking a insurance policy out of the depre- 
ciation provided, he can easily replace such assets. ^ 

bnrden of writing 

years which he purchases for his businesf If Its burden i, 
the Profit and Loss A/c of one year it will not be reasonable. ?^herc- 
fore. It is proper that it is spread over a number of years. 

• information to the creditors. Creditors 

as surety for such a loan Thus if these assets arrnTshoSn 
the Balance Sheet at their proper value, the creditors may be 
misguided. ^ 

(vi) Proper Account of the Cost of Prodoction. Depreciation 
is a cost of production. If it is not properly recorded in the Profit 
and Loss A/c the cost of production will not be true. 

(v/i) Writing off of capital as profit. If proper depreciation 
is not accounted for, then profits will be higher and when distri- 
buted will affect the capital. After sometime the capital will be 

thus substantially reduced and would have been distributed in the 
form of profits. 

Important Points Regarding Depreciation in Valne 

(1) Depreciation in the value gives us the information that the 
value of a particular asset has fallen. 


pnee or 


(2) Depreciation in value is not concerned with cost 
sale price but with book value. 

(3) This fall is permanent. 

(4) This fall is constant. 

(5) It is concerned with fixed assets only. 

Basic Factors of Providing Depreciation 

For calculating the amount of depreciation following points 
should be kept in mind : 

(1) Cost price of the asset. 

(2) Its estimated life. 

(3) Its estimated residual value or scrap value' at the end of 
its life. 
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Methods of Providing Depreciation 

Following are the main methods of providing depreciation 1 

(1) Fixed Instalment Method- 

(2) Diminishing Balance Method. 

(3) Annuity Method. 

(4) Depreciation Fund Method. 

(5) Insurance Policy Method. 

(6) Revaluation Method.' 

' I. Fixed Instalment Method. Under this method, the ainount 
of depreciation is uniform from year to year. This fixed amount of 
depreciation is charged to Profit an ^ Loss A /c every year. So Ais 
is also called equal instalment method or straight method. The 
annual amount of depreciation can be easily cajcul^ed. Out of the 
cost of the asset its scrap value is deducted and it is divided by the 
number of years of its estimated life. This is the amount of deprecia- 
tion. 


Thus 

_ . . Cost Price — Scrap value 

Depreciation- ETfeTf AiFetl 

r 

Thus the book value of the asset will be zero at 
the expected life of the asset. 


the expiry of 


Following accounts, are mainta 
(I) For providing depreciation 


(0 Depreciation A/c Dr. 

To Assets A/c (By name) 

(For the depreciation of the asset) 

(//) Profit and Loss A/c Dr. 

To Depreciation A/c 

(For the amount of depreciation charged to P. & L. A/c) 
Cash A/c 

To Assets A/c (By name) 

(For the sale pnee of scrap realised) 

This method is used for providing depreciation on Furniture, 
Patents and Leases, etc. 



Advantages. 

(0 This method is very easy. 

(i7) The value of assets can be reduced to zero. 

(Hi) Value of depreciation can be easily known. 

Defects. Although 
from the following defects : 



is very simple yet it suffers 


(0 In the beginning the asset depreciates less and in the last 
yWs Its depreciates more rapidly. But under this method the amount 
ot depreciation remains same every year. 

(ii) No provision for interest is made on the value of assets. 

(iii) Wh^ the machine is old enough, its repairing ebarses 
mcrease. But no attention is paid to this fact under this method. 

Illustration 17-1 

Sanjay Kumar & Brothers purchased a Machine for Rs. 11 000 
on Jan. 1, 1979. The estimated life of the Machine is 10 years after 
which its break-up value will^ Rs. 1,000 only. Find out the amount 
of annual depreciation and prepare the Machine Account for the 
first three years. 

Solution 

_ Cost Price — Scrap Value 
Life of Asset 


Depreciation 


Depreciation^ 1,000 Rs. ^LQOO 1,000 


Dr. 


10 

machinery ACCOUNT 


COO Rs 


1979 
Jan. 1 


19S0 
Jan. 1 


1981 
Jan. 1 


To Cash A/c 

* 


Rs. 

n.coo 

To Balance b/d 


11,0C0 

10,000 



10,000 

To Balance b/d 


9,000 



9,000 




By Depreciation 

A/c 

By Balance c/d 


1918 
Dec. 31 


99 


99 


By Depreciation 
A/c 

By Balance c/d 


1.000 

lO.OCO 


11.000 


1981 
Dec. 3 1 

Dec. 31 


By Depreciation 

A/c 

By Balance c/d 



10,000 


1,000 

8,000 

9fi00 


A. Under this method also the 

cost oi the assets less estimated scrap value has to be written off over 
its estimated useful life. A certain percentage is calculated on the 



comes to zero under this method. 

Its advantages • . . ^ 

(0 Under this method there is equal burden of depreciation 

and repairs on the Profit and Loss A/c. 

(i7) The book-value of the asset never falls to zero. 

(Hi) This method is recognized by the income-tax law. 

(/v) This is very simple. 

(v) It needs no difficult calculations. 


Its disadvantages 

Although this method is simple and practicable yet it 
from the following defects ‘ 


suffers 

(/) Proper and sufficient depreciation is not provided under this 
method because the rate of depreciation is kept very low. 

(//) No account is kept of the interest on the value of assets. 
(Hi) Rate of depreciation cannot be easily decided. 

lUnstration 1 7-2 

An asset was purchased for Rs. 10,000 on 1st January, 1975. 
It was decided to depreciate it at the rate of 10% per annum at the 
Diminishing Balance Method. At the commencement of the y^ 
1976 and 1978 additions were made to it to the extent of Rs. 5,000 
and Rs. 2,000 respectively. Show the Plant and Machinery Account 
op to the year 1979. 





E.B.K.(23)XI 
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Solatloii 

Or. 

1975 

Jan. t ToCashA/c 


1976 
Ian. 1 
Jan. 1 


1977 
Jao. 1 


1978 
Jan. 1 
Jan. 1 


1979 
Jan. 1 


To Balance b/d 
To Cash A/c 


To Balance b/d 


To Balance b/d 
To Cash A/c 


To Balance b/d 


asset account 


Rs. 

10»000 


1975 
Dec. 31 


By Depreolation 

A/c 

By Balance c/d 


io;oco 


9.000 

5.000 


14,000 


12,600 


1976 
Dec. 31 


By Depreciation 
A/c 

By Balance c/d 


1977 
Dec. 31 


By Ba lance c /d 



11,340 

2.000 


13,340 


12,006 


1978 

Dec. 31 By Depreciation 

A/c 

•I >f By Balance c/d 


1979 
Dec. 31 


By Depreciation 
A/c 

By Balance c/d 


12,006 


Cr. 


Rs. 

1,000 

9,000 


10,000 


1.400 

I2.6C0 

14,000 


1,260 

11,340 


12,600 


1,334 

12,006 

13.340 


1,201 

10,805 

12,006 


ProTldiiig depredation on the Assets purchased in the middle of the 
year 

Accountants have different opinions on this issue. Some believe 
that the depreciation is provided on the opening balance only and 
others believe that depreciation should also be provided on the asset 
purchased in the mid of the year. But it should be noted that if 
annual rate of depreciation is given it should be calculated keeping 
the period into consideration. ^ 

Sale of asset daring the year. When an asset is sold in the mid 
«rf the year we should calculate the depreciation and find out the 
profit or loss on sale of asset. 

Illustration 17-3 


A manufacturing concern, whose books are closed on 31st 
December, purchased machinery forRs. 50,000 on 1-1-75. Additional 
machinery was acquired for Rs. 10,000 on 1-7-76 and for Rs. 16,061 
on 1-1-79 Certain machinery purchased for Rs. 10,000 on 1-1*75 
‘Wat sold for Rs. 5,000 on 30-6-78. 
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tion at 10% per 
Solution 


account 


1975 

Jan. 1 

To Bank A/c 


Rs. 

50,000 

» 

1975 
Dec, 31 





Dec, 31 

1 


1 

50,000 


1976 
Jan. 1 

To Balance b/d 

1 

45,000 

1976 
Dec. 31 

July 1 

To Bank A/c 

1 

10,000 

Dec. 31 


* 


55,000 


1977 
Jan. 1 

To Balance b/d 


50,000 

1977 
Dec. 31 





Dec. 31 

1 

1 

1 



50,000 


1978 ! 
Jan. 1 

To Balance b/d 


45,000 

1978 
lime 30 
June 30 



e 


Dec. 31 

Dec. 31 

4 



45,000 

• 

1979 
Jan. 1 

To Balance b/d 


33,939 

• 

1979 
Dec. 31 

Jan. 1 

To Bank A/c 

1 

16,061 

Dee. 31 




50.000 


1980 
Jan. 1 

To Balance b/d 


45,000 



By Depreciation 
By Balance c/ d 


By 

A/c 

By Balance c/d 


By Depreciation 

A/c 

By Balance c/d 


By Bank A/c ^ 
By Pro6t & Loss 
A/c 

By Depreciation 
^ A/c 

By Balance c/d 


By Depreciation 
A/c 

By Balance c/d 


Cr. 


Rs. 


5.000 

45,000 


50,000 


5,000 

50,000 


55.000 


5.000 

45,000 


50.000 


A 5.000 

1.925 


4,136 

33,939 


45,000 


5.000 

45,000 


50,000 


Note. Calculation is made near to rupee, 
is as follows f 


Calculation of loss 


Cost on 1-1-75 

t3ss : Depreciation for 1975 


Rs. 

10.000 

1,000 


Less : Depreciation for 1976 


9,000 

900 


Less : Depreciation for 1977 








8.100 

810 


356 


Less : Pepreciation up to 30*6-78 


7,290 

365 


Less : sales proceeds 
Loss 


6.925 
5,000 

1.925 


IDastration 17-4 

machinery worth Rs. 1 .00,000 including a 
worth Rs. 10,000. The Machinery Account had been credUed 
lor cepr^iation on ^e reducing instalment system for the past four 
years at the rate of 10%* During the fifth year, the boiler became 
useless on account of damage to some of its vital parts. The damaged 
^iler was wld for Rs. 2,000 which was credited to* Machinery 
Account. The Machinery Account is to be adjustcrby taking into 
consideraUon the loss on account of the damaged boiler. How would 
you record the above transactions in the books of the company V 

{Delhi Senior School Certificate Examination, 1978) 

Solution 


Dr, 


To Bank AJc 


Tc 


o Balance b/d 


To Balance b/d 


To Balance b/d 


To Balance b/d 


MACHINERY ACCOUNT 


Rs. 
l.OO.COl 


1 , 00,000 


By Depreciation A/c 
^ Balance c/d 


90,cC0 By Depreciation A/c 
By Balance c/d 

90,0C0 


81,000 By Depreciation A/c 
r By Balance c/d 


81,000 

7£w 


72,9 00 
65,61o" 


By Depreciation A/e 
^ Balance c/d 


By Bank A/c 
By Profit A Loss A/c 
By Depreciation A/c 
^ Balance c/d 


65.610 


Cr. 


Rs. 

10,000 

90.0CO 

i.oo.coo 

9.0CO' 

81,000 

90,000 

8,100' 

72,900 

81,0^ 

7.^' 

63.610 

72I00 

2,000 

4,561 

5,905 

53,144 

to 4 

65.610 
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Loss has been calculated as follows : 
Less :°Depfaeiation for theJst-year 
Less : Depreciation for the 2nd year 
Less : Depreciation for the 3rd year 
Less : Depreciation for the 4th year 


Rs. 

10,000 

4.000 

9.000 
900 

8,100 

810 

7,290 

729 

6.561 
2,000 

4.561 


Less : Sale proceeds 

Loss on sales of Machinery 

Uhutration 17-5 1075 

A manufacturing Company ni ^tf^ection’ 

Tft* Sa^‘ 1975, ’ ha^?g ’ b^Sie ‘5bsSete,‘°wM MCtioned for 
Rs 8 Knd on the same date fresh machinery was purchased at 

cost of Rs. 15,000. 

Depreciation was provided annually on 31st Dumber at the 
rate of 10 per cent per annum on the original cost of the asset, in 
1978. however, the firm changed this method to one of wnting off 
15 per cent on the written down value. 

Give the Machinery Account as it would stand at the en^ 
each year from 1975 to 1979, Make your calculations to the nearest 

rupee. 



358 


Solimon 


MACHINERY ACCOUNT 



To Cash A/c 

(Purchase Price) 
To Cash A/c 

(Cost of erection) 
To Cash A/c 

Rs. 

19,400 

600 

10,000 

1975 
Dec. 31 

*P Pt 

By Depreciation 
By Balance c/^^ 

Rs. 

2.500 

27.500 

1976 

1 

30,000 

1976 


30,000 

Jan. 1 

To Balance b/d 

27,500 

Dec, 31 

By Depreciation 

^ A/c 

By Balance c/d 

3,000 

24.500 

1977 
Jan. ] 
July 1 

1 





27,500 

To Balance c/d 

To Cash A/c 

24,500 

15,000 

1977 
July 1 
Dec 31 

By Cash A/c 

By Depreciation 

A/c 

By P. Sc L. A/c 
(Loss on sale 
of machinery) 
By Balance c/d 

8.000 

2.750 

7.000 

21,750 

1978 
Jen. 1 

To Balance b/d 


!978 
Dec. 31 

By Depreciation 

_ A/c 

By Balance c/d 

39,500 

3,263 

18,487 

1979 
Jan. 1 

To Balance b/d 

21,750 

J 8,487 

1979 
Dec. 31 

1 

1 

By Depreciation 

A/c 

By Balance c/d 

21,750 

2,773 

15.714 


\ 

18,487 



18.487 


(3) Annaitj Method— It is presumed under this method that if 
money has been invested elsewhere instead of purchasing the asset it 
could earn some interest. Interest at the specified rate is added to 
the book value of the asset by credit to Interest Account. Every year 
the same amount is written off in such a manner as to reduce the 
value of the asset to nil. The amount of the depreciation is ascer- 
tained by use of annuity tables. A specimen of such a tables is given 
here. In other words the amount of depreciation is fixed which is 
calculated from the Annuity Tables. Under this method at the end 
of the year the value of the asset is reduced to its scrap value. 
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annuity table 


Year* 


3 

4 

5 

6 

7 

8 
9 

10 

11 

12 

13 

14 

15 


3% 

3i% 

4% 

•35353 

•35693 

•36035 

•30903 

1 

1 -27225 

1 

•2V549 

•21836 

•22148 

•29463 

•18460 

18767 

•1907# 

•16051 

•16354 

•16661 

•14246 . 

•14584 

'148^1 

•12843 

•13145 

•13449 

•11723 

•12024 

•12329 

•10808 

•11109 

•11415 

•10046 

•10348 

•I06S5 

•09403 

•09706 

•10014 

•08853 

•09155 

•09467 

•08377 

•08894 

•08894 


4|J% 


34377 
2T874 
22729 
19388 
16970 
15161 
13757 
12638 
11725 
10907 
10328 
09782 
09311 


S% 


36721 

28201 

23098 

19702 

17282 

■15472 

14069 

•12W1 

'12039 

11283 

•10646 

•10102 

■09634 


Dr, 


Following accounU arc maintaiacd under this paetbod : 

1 . Entry for charging interest : 

Asset A/c (By name) 

To Interest A/c 
(For interest charged on capital sunk in the asset) 

2. I^ntry for charging depreciation : 

Depreciation A/c Dr. 

To Asset A/c tily name) 

( For the depreciation of the asset) 

Illustration 17-6 

On 1st January, 1977 Naresh Kumar Gupta purchased a 14 
years’ lease for Rs. 20,000. It has been decided to de|Mreciate the 
lease by the annuity method. Annuity tables show that the amount 
to be written off is Rs. 1,831. The investments yieldiog 3^% per 
annum interest. Show the leasehold Premises A/c fpr the first two 
years. 


Solation 




leasehold premises a/C 


1977 
Jan. 1 
Dec. 31 

To Bank A/c 

To interest A/c 

Rs. 

20.0CO 

700 


• 

20,700 

1978 
Jan. 1 
Dec. 31 

To Balance b/d 

To Interest A/c 

» 

18,869 

660-42 

e 

1979 
Jan. 1 

To Balance b/d 

19.52^ 

17.698*42 


Ulastration 17-7 


1977 
Dec. 31 

Dec. 31 

By Depreciation 
A/c 

By Balance c/d 

Rs. 

1,831 

18,869 



20,700"" 

1978 
Dec. 31 

By Depreciation 


Dec. 31 

A/c 

By Balance c/d 

1,831 
17,698 42 


19,S29'42 





107 ^ purchased a plant for Rs. 14,000 on 1st January 

Pi^, ? A "e required to 
open Plant A/c for the first two years and charging interest @ 5®/, 

®hows that the amount of depreciaUon 
on a 5 % basis for a life of 10 years is Rs. 1,813 per annum 

Solution 


PLANT ACCOUNT 


1978 
Jan. 1 
Dec. 31 

To Cash 

To Interest A/c 

Rs. 

14,000 

700 

1978 
Dec. 31 

1 

By Depreciation 

By Balance c/d 

Rs. 

1.813 

12.887 



14,700 



i4.700" 

1979 
Jan. I 
Dec. 31 

To Balance b/d 

To Interest A/c ' 

12, 887 
644 

1979 
Dec. 31 

By Depreciation 

By Balance c/d 

1.813 

11,718 



13.531 



13,531 "" 


(4) Depreciation Fnnd Method. Under this method a fixed amount 
is provided as depreciation and debited to P.&L.A/c each year, 
and a corresponding amount is invested every year in securities. At 
the time of replacement the securities are sold and the cash realised 
is used to buy the asset. 

Disadvantages are ; 

1 . This is based on many assiunptions and as such is not only 
difficult but almost impracticable. 
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2, It is a very complicated method. 

3 No equitable distribution of repairs and depreciation over 
the years on profit and loss account. In the first few years the effect 
is much less than in the later years. 

(a) In the first year folio ving entries are passed after finding 
CDt the amount of depreciation from the sinking fund Tables. 

(I*) Depreciation A/c (or Profit and Loss A/c) Dr. 

To Depreciation Fund A/c 
(For Depreciation Fuad A/c created) 

(/i) Depreciation Fund Investment A/c Dr. 

To Bank '^/c 

(For the above amount invested in securities) 

(b) In the following years the entries to be passed are : 

Depreciation Fund Investment A/c Dr. 

To Depreciation Fund A/c 

(For the amount of interest on investments re-invested) 

Charging Depreciation 

(i) Profit and Loss A/c (or Depreciation A/c) Dr. 

To Depreciation Fund A/c 
(For annual instalment of depreciation charged) 

(i7) Depreciation Fund Investment A/c Dr. 

To Bank A/c 

(For the Investment of the above amount) 


(iii) Selling of the Securities 
Bank A/c 

To Deprec.. . Fund Investment A/c 
(For realisation of the Investment) 


Dr 


Ulnstration 17-8 

Messrs. Cox. & Vox. Co. purchased on 1st January, 1978 a 
three years’ lease of a large building for Rs. 50,000 and decided to 
make provisions for its replacement by means of a Depreciation 
Fund, the investments yielding 3 per cent per annum interest Write 
up the necessary ledger accounts dealing with this matter. An 
annuity of one rupee at 3 per cent per annum amounts to Rs. 3.0909 
in 3 years. Make your calculations to the nearest rupee. 

==Rs. 16,177 (to the nearest rupee) 
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leasehold property A/C 



1978 

Jan. 1 

To Bank A/c 

Rft. 

50.01 0 

1978 
Dec. 31 

t 

Bv Balance c/d 

A 

1979 
Jan, t 

To Balance b/d 

1 

50.000 

1979 
Dec. 31 

By Balance c/d 

1 

M.00O 

1980 
Jan. 1 

To Balance b/d 

1 

1 

50,000 

1980 
Dec. 31 

By Depreciation 
Fund A/c 

1 

1 

50,000 






DEPRECIATION FUND ACCOUNT 



^ote. At the end of 1980 securities will not be purchased. 






DEPRECIATION FUND INVESTMENT ACCOUNT 



5. ln&urs.ice Policy Method— Under this method the asset is 
insured with an insurance company equal to the cost price or Re- 
placement value of the asset. The amount of annual depreciation is 
used in payment of the premium. This method is popular because 
the amount is easily recovered on the expiry of the period. 


The advantages are : 

1. It is very simple to maintain, 

2. There is no risk in replacement value, as the loss is made 
good by insurance company. 

3. Since it is simple, it is very popular. 

The disadvantages are ; — 

1. The amount of depreciation and repairs go on increasing 
year after year. 

2. There is no interest provided on replacement value. As such 
it is costlier. 


AccoDDting Entries 

(A) Charging Depreciation : 

Depreciation A/c (or P. and L. A/c) Dr. 

To Depreciation Fund A/c 
(Bj Payment of Premium ; 

Depreciation Fund Policy A/c Dr. 

To Bank A/c 

(C) Receiving the Policy : 

Bank A/c 

To Depreciation Fund Policy A/c 


Dr. 



niostratioD 17*9 

On Jan. 1, 1976 Mr. Sunil Kumar purchases a three years' 
lease of premises for Rs. 15,000 and it is decided to make provisions 
for its replacement by means of^ an Insurance Policy purchased for 
an annual premium of Rs. 4,800. Show the Ledger Accounts dealing 
with this matter. 


LEASEHOLD PROPERTY ACCOUNT 


1976 
Jan. 1 

To Cash A/c 

1 1 

Rs. 

15.000 

By Depreciation 
Fund A/c 

1 




» 

4 

1 



Rs. 

15.000 


DEPRECIATION ACCOUNT 



1976 
Dec. 31 

To Cash A/c 

Rs. 

4.800 

1977 
Jan 1 

1 

^ To Balance b/d 

4,800 

Dec. 31 

1 To Cash A/c 

1 

4,800 


• 

9.600 

9 

1978 

Jan. 1 

To Balance b/d 

9,600 

Dec. 31 

To Cash A/c 

4,800 

ff tf 

To Depreciation 
Fund A/c 

600 





1976 

Dec. 31 I By Balance c/d 
1977- 

Dec. 31 I By Balance c/d 


Rs. 

4.800 


9.600 


1978 

Dec. 31 1 By Cash A/c 


9.600 


15.000 


15,000 
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6. Reyaloation Method - Under this meth^^t^he^va^ 

asset is determined at the en Profit & Loss A/c. 

reduced is shown as depreciation to the Front « 

The advantages are . „valuatinc the use of the machine 

1. This is simple u e, the higher will be the 

is taken into account. The greater iul 

depreciation 


The disadvantages are : i 

1. There is the difficulty of valuation of old assets. The valu- 

ation is to be done by experts. . 

2 While valuation is made, the expert looks to the market 

value whereas when depreciation is to be calculated, it the book 

value’ which is always cared for. o .r 

3 The impact of depreciation changes every year on Profit and 

Loss Account. 

Entry for reduction in the value of asset. 

Profit and Loss Me D*’- 

To assets A/c (By Name) 

(For depreciation brought into account) 

If the value of the asset increases a reverse entry is passed. 
Thfs LL ?' u«d ;; C.S. or LOOSO Tool., Motor V.bicks, ole. 


lUostration 17-10 « ^ l . i 

On 1st January, 1979 Messrs Sanjay Kumar & Co. had a stock 
of loo?e tools valued at Rs. 10,000. On 31st Decernber, 1979 the 
entire stock of loose fools was revalued at Rs. 9,000. Show the Loose 

Tools A/c for 1979. 

I nnsr tools ACCOUNT 


1979 
Jan. 1 

To Balance b'd 

Rs. 

10.000 

1979 
Dec. 31 

By Depreciation 
A/c 

Rs. 

1.000 





By Balance c/d 

9,000 

1980 
Jan. 1 


lO.OCO ' 

1 


I0,C00 

To Balance b/d 

9,000 

1 

1 

1 

1 




e other Methods 


of Calculating Depreciation 


In addition to the various methods of providing depreciation 
on assets, some other methods are briefly discussed below. 


7. Machine Hour rate Method— Under this method it is asses- 
sed as to how many hours the machine shall be able to work. That 
becomes the life of the machine. After deducting the value of the 
scrap from the total value of the machine, this value is divided by 
the hours of machine life. This gives the ‘use value* or depreciation 
per hour : 
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DcpKciation per hour- of myrMne-Scrap value 

Estimated life in hours 

After calculating depreciation value per working hour, ic is 
calculated as to how many hours the machine has worked daring the 
year. And by maltipiUcatioa the amount of depreciation for the year 
is found out. 

The main characteristic of this system is that depreciation is 
calculate on the working life of the machine, and as such it is often 
considmu a better method of straight line method and diminishing 
depreciation method. The method is most popular at places where 
machines are more in use. ^ 

8. peplation Method — This method is considered appropriate 
in cases of mines, oil wells and the like. After estimating the total 
output, the same is divided by the value of the mine. This becomes 
the depreciation per unit. 

9. The Use Method or Mileage Method— On some assets, the 
depredation is calculated on its use on the road or mileage. This is 
considered most appropriate in respect of truck, bus, .car and 
scooter, etc. The life of these vehicles is calculated in kilometres. 
The depreciation pjr kilometre is arrived at by dividing the cost 
with the life milea^. The mileage covered during the year multi* 
plied by depredation per mile gives the total depreciation for the 
year. 

10. Sum of the years Digits Method— Under this method the 
life years of the asset are added up numerically. The value of the 
asset after deducting the scrap value is divided by the total numeri- 
cal value. That will give the depredation of one unit. This will 1^ 
multiplied by numbers in the reverse order to arrive at the yearly 
depreciation of that asset. For example, a machine costs 
Rs. 1,20,000. The fSt is estimated as 10 years. The value of scrap is 
estimated as Rs. 10,000. The depreciation will be calculated as 
under : 


The numerical value of 10 years will be as : 
1+2+3+4 + 5+6+7+8+9+10=55 
Cost price - Scrap value 
Total no. of digits 

^ 1.20,000-10/00 j 

Depreciation for 6rst year=2,000x 10=20,000 

for second ,, =2,000 X 9=18,000 
„ for third „ =2,000 x 8=16,000 

Bliistrstfon i7*fl 


A B C it Co. acquired a machine at a . cost of Rs. 9,960. 
was expected to+ast for 6 years with a scrap value of Rs. 300. Findl 
out the depreciation and the written down value for the first yeayC 
under sum of the years digits. 
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Add the numbers of 

1 + 2 + 3 + 4 '+- 54 - 6=21 

Total Digits=2l 

Depreciation for one digit— DigiU 

9.660—300 ‘ 


== 21 


=Rs. 460 


2 . 


3 

4 

5. 

6 . 


7. 


r r<ulSs‘-£: WX6.IU. 2,760. 

standard Questions , 

1. What is depreciation? Why is it provided in the accounts of a 

^ 7 - «on 7 

What are the methods of providing depreciation ? Discuss the 
Sv?nfages and disadvantages relating to each method. 

What is the need of providing depreciation 7 

Whv is depreciation considered as a non-cash f 

Kriy define it and explain and illustrate the Sinking Fund 

Method of providing depreciation. 

What are the different methods of charging depreciation 7 
What specific method would you suggest if you want to have 
t^mon^y rea”y to replace the asset at the end of its working 

life. 

Depreciation is provided either by maintenance and 
ments out of revenue or by the ®«ation of reserve out of profits. 
Discuss the relative merits of each of these methods. 

Practical 

Straight Line Method 

1 On 1st January 1975 an asset was purchased for Rs. 52,000. 
The estimated life of the asset is 5 years after which its break 
up value will be Rs. 2,000 only. Prepare the Asset Account 
for the first five years by the staight line method 7 

OfiSce furniture having been purchased - for Rs. 2,u00, on 1st 
January, 1978, it was decided to write off 5 4 depreciation on 
the original cost each year. Prepare the oflBce furnitue A/c for 

the first three years. 

Ans. Amount of depreciation Rs. 100. 

Naresh Kumar & Co., purchased Machinery for Rs. 40,000 on 
1st Jan The Machinery is depreciated at 10% per annum 

on the original cost. On 1st July, 1975 the machinery was sold 

forKs. 16,C00 • * 1 , u i. 

Give the Machinery Account, assuming the books are 
closed on 3 1st December each year. 


8 . 


2, O 


3 . 
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4 . A company whose accounting year is the calendar year, pur- 

chased on 1st April, 1975 machinery costing Rs. 30,000 

It further purchased machinery on 1 st October, i975 costing 

Rs. 20,(00 and on 1st July, 1976 costing Rs. 10,0v,0. ® 

On 1st January 1977 one-third of the machinery which 
was ms Wiled on isi April i975 became obsolete and was soW 

lor ans, 

machinery account would appear in the 
books of the company. The depreciation being charged at 10% 
per annum on Fixed Instalment Method. ® 

Ans. Balance Rs. 38,500. 

Diminishing Balance Method 

Furniture amounted to 
Rs. 000 and it is decided to write off depreciation at 5% on 

tS firsT'foS je*. fo' 

6. A boiler was purchased from abroad for Rs. 10,000. Shipping 
and forwarding charges to Rs. 2.000, Import Duty Rs 7 000 
and expenses of installing amounted to Rs. 1,000. ^ 

Calculate d^reciatiofi for the first three years (separately for 
each year) @ 10% on Diminishing Balance Method. ^ 

Ans. Balance after three years Rs. 14,580. 


It is depreciated at 5% 

p.a. on reducing balance for five years when it becomes obso* 
lete due to new method of production and is scrapped The 

scrap produces Rs. 5,385. Show the Plant account in the 

ledger. 


8 . A Joint Stock Company had bought Machinery for Rs 2 00 COD 
including therein a boiler worth Rs. 20,000. The Machinery 
in Account was for the first four years credited for depreci- 
ation on the reducing instalment system at the rate of lOV 
per annum. During the fifth current year, the boiler be- 
came useless on account of damage to some of its vital parts. 
The damaged boiler is sold for 4,000 which amount is credit- 
ed to Machinery Account. 


Prepare the Machinery A/c for the current year, adjusting 
therein the cash received for and loss suffered on the damaged 
boiler, and the depreciation on Machinery for the current 
year. 

Ans. Loss on sale Rs. 9,122, Balance Rs. 1,06.288. 


I 

9 . A company purchased a machine for Rs. 18,500 on 1st 
January 1973 and spent Rs. 1,000 on it repairs and Rs 500 on 
its installation. A second machine was purchased for Rs. 10,000 
on 1st July, 1974. On 1st July 1975, the machine purchased 
on 1st January 1973 was sold for Rs. 12,000 and a new machine 
was purchased for Rs. 15,OCO. Depreciation is charged at 10% 
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10 . 


11 . 


12 . 


levy Account from 1973 to 1975. 

Vn*. Balance of machinery on 31 12-75 Rs. ^ ' 

Straight Line & Diminishing Balance Method-Change o e 

If an asset was ‘j"/ fhref^JeaJs after' if 

r Rf 3l.C«, . W,U,.n 0o«. va.uo 

The oris'eTcos^rf .‘l’dl'“ed“fo“ « 

X‘n.S\Vp“ « ln° 

diminishing balance of the Asset each year. 

aTiSia“e?y spent Rs. 4>U for iU 

{..iv in the same year additional machine costing Rs. 5,000 was 
July m tne same ycd machine acquired on 1st 

1912 hiving’ became obsolete was sold off for 

2 000 On the same date fresh machine was purchased at a 

cost of Rs 12,000. Depreciation was provided for annually on 
Mst December at the rate of 10% per annum on the original 
cost of the asset. In 1976, however, the company changes this 
method of providing depreciation and adopted the method of 
writing off 15% on the diminishing value. 

Show the machinery Account as it would appear at the 
end of each year from 1973-78. 

Ans Balance of Machine A/c on 1-1-1979 Rs. 

Rs. 5,500. 

A second hand Machinery was purchased on 1st January, 1970 
for Rs. 30,000 and Rs. 6,000 and Rs. 4,000 was spent on its 
renairs and erection immediately. On 1st July, 1971 another 
machinery was purchased for Rs. 26,000 and on 1st July 1972 
the first machinery having become obsolete was auctioned for 
Rs 30 000. On the same date another machine was purchased 
for Rs! 25,000. On 1st July, 1973 the second machinery was 
also sold off and it fetched Rs. 23,000. 

Depreciation was provided, on machinery at the rate of 
10 per cent on the original cost annually on 31st December. 
In 1972 the method of providing depreciation was changed to 
the written down (diminishing value method) the rate of 
depreciation being 1 5 per cent. 

E.B.K. (24) XI 


13 , 


9,304 and loss 
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You arc required to prepare machinery account for all the 

calendar years mentioned he 3 to fore 

Working Notes 

0) Calculation of depreciation for the year 1972 
Book value of 2nd machine on 1-1-72 

^ Rs. 26.000 -Rs. 1.300=24,700 

Depreciation @ 15 % 3,705 

Depreciation on 3rd machine @ 15% 

On Rs. 25,000 for 6 months 1,875 

5,580 

o*" <Jepreciation for the year 1973 and ProBt 


=24,700 


(a) Second 


Depreciation for 1972 


Book value on 1-1-72 


Depreciation for 1973. six months 


Sale Proceeds 

Profit on sale of machine Rs 23,000 — Rs. 19,420 

■=Rs. 3,580 

(b) Third Machine-Book value on 1-7-72 25,000 
Depreciation for 1972 l’g75 


24,700 

-3,705 

20,995 

-1,575 

19,420 

23.000 


23,125 

Depreciation for 1973 3^469 

^ Limited company purchased second hand machinery on tst 

January 197.^ for Rs. 74,000 and spent Rs. 6,000 on its repairs 

and installations. On 1st July 1976. it purchased anotlter 

machine for Rs. 20.000 and on 1st July 1977, it sold the first 

machine which was purchased in 1975 for Rs. 56,000. On 1st 

^ second machine purchased for Rs. 20,0C0 was 

sold for Rs 4 000. 

Depreciation was provided .on Machinery at the rate of 10 per 
cent on the original cost annually on 31st December. In 1977 
however, the company changed the method of providing the 
depreciation and adopted the written down value method, the 
rate of depreciation being 15 per cent per annum. 

Prepare the Machinery Account for four years commencing 

from 1st January, 1975. 

Ans. Balance Rs. 39,312. 
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15. A company ^ 

1974 for Rs. 37 000 OP Ist July, 

on its repairs and Rs. 1,000 on _ p lOcioO and on Ist 

1’/’ ?,« r&rSs ^ 

S: ilS Z “b SJ'-'""” 

for Rs. 10.000 was also sold off for Rs. 2 ,oou 

Depreciation was provided *’’® “^‘j^i^Ycember **In 1972° 
on the original cost annua y method of providing 

of depreciation being 15%. 

rupee. (5.5.C- 

Annuity Method 

s V S "oUr SfpralS® Ap.“ 

Table“ttat the amotmt of depteolatioo oa a 5% basu for a life 
of 10 years is Rs. 1,S13 per annum. 

i 7 Mr M purchased a lease for Rs. 20,000. It is to be depreci^d 
over Ae period of five years on the annuity system. The rate 

of interest is 5%. Annuity table shows that the amount to be 

written off is Rs 4,619-60. Show the Le^ Ac^nnt and also 
show how the Profit and Loss Account will be affected. 

A Company acquires a lease costing Rs. 15,000 for a teraa of 
5 vears^ You ^find from the Actuarial Tattles that m order to 
write off the lease on annuity method at 5% interest per wnum, 
Imouut to be written off annuaUy ^ depreciation amounts 
to Rs. 3,464-60. Prepare the Lease Account for aU the five 

years and show the annual net charge to Profit and Loss A/c 

during each of thdSe five years. 

Depreciation Fond Method 

19 A firm of Army Contractors purchases, on 1st January, ^W6, 

a three years’ lease of a large building for Rs. 1,00,000 and 
decided to make provision for its replacement by meahs of a 
Depreciation Fund, the investments yielding 3% per annum 

interest. 

Write up the necessary ledger accounts dealing .vvith this 
matter. An Annuity of one rupee at 3% par annum ittgrest 
amounts to Rs. 3 09v-9 in three years. Make yo»r calculations 

to the nearest rupee. 


18 . 
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20 


21 . 


yju 151 January lyio, a nrm obtained a lease of land for thr«v 
years for Rs. 40,000 and decided to make provisions for^ 
replacement by means of a Depreciation Fund the investment 
yielding 4 per cent interest. By referring to Sinking Fund Table 
It IS ascertained that Rs. 12,814 should be charged as deprecia- 

% A 

Write up necessary ledger accounts. 

Rs* 40"c00 I- ‘ ^ Of 

to establish a DepreciatLn^WSd T provide funds fof ‘‘S 


Fund and 
the years. 


Prepare the Machinery Account, DepreciaUon 
Depreciaiion Fund Investment Accounts for all 
Investments are made in the multiples of hundred. 

Insurance Policy Method 

2i Yellow Ltd purchases a lease for Rs, 25.000 to be replaced at 

taken o“t and for which the annual premium is Rs. 4 700. ^At 
the end of the period, the lease is renewed at Rs 22 500 Show 
the various accounts in the books of the company ’ ““ 

acquired manganese mines on payment of 
Rs. 1,00,000 on 1-4-1971. The lease period is five years He nm- 
poses to provide for its replacement by means of an insurance 
policy for Rs. 1,00,000. The annual premium is Rs 9 
On 1st April 1976 the lease is renewed for a further period of 

five years for the same amount. Show the necessary ledger 

accounts* 

Ans. Profit on the realisation of policy Rs- 51,25 \ 

24. A five year lease worth Rs. 30,000 is to be depreciated on 
annuity system, the unwritten balance of the asset bearing inte- 
rest at 5%. The annual amount to be written off as shovm by 
the Annuity Table is Rs. 6,929'24. 

Show your working of the lease account for the whole of 
the period. 

Reraluation Method 


25. On 1st January, 1977 Mr. Flower, had a stock of furniture 
valued at Rs. 5,0U0. On 3Ist December 1977 the entire stock 
of furniture was revalued at Rs. 4,300. Show the Furniture A/c 
for 1977. 


Snm of the Year’s digits Method 

26. Machinery was purchased for Rs. 45,000 on 1st January. 1979 
and depreciation was charged following the sum of the year's 
digits method assuming its useful life to be 5 years. What was 
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27. 


the amount of depreciation charged in 1979 ? 

1978 according to the sum of the year aigir 

Date of acquisition of the Machine January 1,19 . 

Cost Rs. 1,10,100. 

Scrap value Rs. 1 1 ,000. 

Estimated useful life 10 years. 

Ans. Dcp. for 1978 Rs. 1^*200. 

/I 1 n nno— 1 1 .000 X 9/55). 



18 

Bills of Exchange 

of ''®^y few cash transactions. Most 

progress of Sence ^^So^he^ b^'*' • **“ e*Pa°ded with the 

purchases goods and makilfn ^etual capital. The businessman 
goods and receives Davmem^i^““f I" sifm’larly he sells 

Pajment can KsilySd wi S th. b'l J*'® °f 

m-m'”";”*.'’ «»tV‘SuS 

Definition of a Bill of Exchange 

Excha^S*is‘in1n°t/umMt v Act, “A Bill of 
order signed by the maker d^rectlnc 

money only to tL order of a ^ ^ “ certain sum of 

instrument.” person or the bearer of the 

Essentials of a Bill of Exchange 

of a wTof f»l'o»ioe 'he e,™,ial. 

Bill of exchange is in writing. 

It is unconditional. 

It contains an order for payment of cash. 

The amount of bill of exchange is definite. 

The date of payment is fixed. 

It is signed by the maker, 

ider^”*^*^”^ payable to the drawer or to his 

An order for payment is given to the acceptor. 


(0 
(H-) 
(///) 
(/v) 

(v) 
(v/) 
(vii) 

(viil) 

Rs. 1 ,000 



«. Tagore Park, Model Town. 
Delhi, IJih April, 1981. 


rw2 o"/r/»r 


To 


For Gupta Bros 
Harish Gupta 
Manager 


M/s Anil Kumar Sunil Kumar & Bros 

MATHURA 
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P.„to » . Bill .1 ^ „ohm8. •• 

There are following pa entitled to receive money 

O' S”:“s5cSor. Tb. bill of exobaoio 

draw®^- name is given in 

(2) Acceptor or Drawee ^he person whose 

the bill of oeHo^of the bilf of exchange. 

on the expiry of the period ^he 

pa.ee^^oSmes^- dfa^ ant^ W® is P-"' 

Lportant points about BUI of Exchange 

(1) Place and Date. The city mentioned in the bilt 

„f,bc‘!Jllof o-ctabBM, b. Bivob. 

of exchange. The date of payment 

.o A ?r.i^ 

M of’X ,t“ S"f J ” 

(6) Name of the Acceptor. It is necessary to write the na 
of the acceptor. 

■„ P m SaS .ooeplor of lb. bUl baa 

“ ?id“E"°?loa olittan i« tha bill of axcb.oga. 

Adyantages of Bill of Exchange exchange in the 

s'ets the following advan- 

tages from a bill of exchange . 

0) Helpful in increase of Busmess 

succeed in increasing his business with ^P. 'tin'’ a bill of 

because he can purchase goods on credit by accepting a 

exchange. 

(2) Saying of money. With the use ot bill of exchange there 
is saving of money because functions of money arc performed y 
bill of exchange. 

(31 Foreign Payment F-asy. Even the largest foreign pay- 
ments are possible with the help of bill of exchange. 
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Legal Docnment. Bill of exchange is a legal document 

If the acceptor does not make payment, the drawer can realise the 
money wnh the help of court. 

/-Qn Po^s*ble. As it is a negotiable instrument it 

can easily be endorsed. 

possible. If the businessman needs money 
immediately he can get it discounted with the bank. ^ 

navmiJt Goods. It is not necessary to make 
rnst^ad ^ ^ purchases. The businessman can accept a bill 

a proS oMebt”^ “"*’*• ** g«‘* 

bic The businessman has not tp go to 

his debtors so frequently to demand payment because the date of 
payment is fixed in the bill of exchange 

r *»*” of exchange he can 
future future date of receiving money and thus he can plan for 

Kinds of Bills of Exchange 

Following are the kinds of bills of exchange : 

(1) Trade Bills. Those bills that are written because of busi- 
ness transactions are called trade bills. If these bills are not paid in 
time the drawer can get payment through court 

(2) Accommodation Bills Those bills that the businessman 
draws for mutual help are called Accommodation Bills These bills 
are not enforceable at law. 

Following arc the differences between a trade bill and an 

accommodation bill : 


Trade Bill 


(1) This bill is drawn for business 
transaction. 

( 2) This is drawn for a considera- 
tion. 

( 3) This is a proof of debt. 


(4) If it is discounted with the 
bank the proceeds remain with 
the bank. 

( 5) The amount of this bill can be 
recovered through court. 


Accommodation Bill 


(1) This bill is drawn for mutual help for a 
temporary period. 

(2) This is drawn without consideration. 


(3) This is drawn for each others financial 
help. 

(4) The proceeds of this bill ; re shared bet- 
ween the drawer and drawee in an 
agreed ratio. 

(5) The amount of this bill cannot be re- 
covered through court. 
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Following is the definition of a Promissory 

Promissory Note-FolIow ng Act. 

Note according to Indian Negoti writing (not being a 

“A Promissory Note. is an instrumen ^jjijjjional undertak- 

B..k only » » >0 

on thn bn* of the above deSnition follotv.ns are 
feristics of a promissory note : 

O) It should be in writing. 

i2) Its drawer makes a promise to make paym • 

(3) This promiie is to make payment of a certain 

”p:;„»ns if "Lived by ,he pemon whose name is 

nivenln^,.rV.h.ho.de^of;bis <loenmen.. , 

Parties to a Promissory ISote. 

Promissory Note : TnaVe oaNment. 

m Maker-He is the person who promises to make pa>rn 

-St 

Hundi. Hundis are in language or 

It is an Indian bill of exchange. Ins wntt n .nmd^^^ ^ 

some regional language- There are two kihu^ 

(1) Darshani-It is pa>able on demand. 

(2) Muddati-It is payable after a certain period. 

With regard to Negotiable Instruments following terms should 

also be clarified : 

Holder-in-Due-Course the document 

Holder in-due-course is that person who holds the docu 

after fulfilling the following conditions . 

rTln Lod Faith-When he accepts the document with the 
firm belienhartJe Jver of the document is the true owner. 

(b For Value -When he accepts the discount paying 

^“’“\?;;:reTue date-When he receives the instrument before 

‘'"T/llVoperform-Whenhesees.tbattheinsU^^^ is pro- 
perly written and there are no errors in it. 

ip, th^r: ?SioSSi,?e 

not know anything about the theft and he accepts this dolmen 

Si teUd although the title of Sunil Kumar is l?ad. Hence the 
title of holder- in-due course is always good. 
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Holder- for-Talue — He is a holder who does not receive the 
instnxtient for value. For example, Rajender Kumar sold goods to 
Harish Kumar ard receives from him a bill of exchange. He donates 
this bill to Ar>a School. This school cannot be holcter-in-due-course 
because it has not accepted the same without making any payment. 

Difference between Holder- In- dne-coorse and Holder-for-valne 


Holder-in-due-course receives He holds the instrument 
an instrument for value without any payment of 

value 

His title can be better than His title cannot be belter 
that of the endorser than that of the endorser 

Holder-in-due-course can go He cannot go to a court of 
to a court of law law against the endorser 


Dae Date or Date of Maturity of a Promissory Note or a Bill 

Due date of a promissory note or a bill of exchange is that date 
on which it is due to be paid. From this point of view these docu- 
ments can be divided into two parts : 

(a) Payable on Demand — They are to be paid on and when 
presented for payment. 

{b) Payable after a fixed period. They arc payable after a fixed 
period. Three days of grace are added for determining their date 
of maturity. 

Following points should be kept in mind in this connection. 

(/} If a bill falls due in those months in which there are, no 29th,. 
30th and 3 . st dales it will be payable on the last date of month. For 
example a bill was drawn on 30th January, 1971 for one month. It 
will become due on 28tb Feb. + 3 days grace, i e., on 3rd March, 1971 
because there is no 30th day in February. 

(H) Month means calendar month. 

(i/7) Bills drawn on 3rth August or 3 1st August, 1970 for 3 
months will become due on 3rd Sept. 1970. 

(/V) If a bill becomes due after a few days of its acceptance, 
while calculating the date of maturity that day is not taken into- 
account on which it w'as accepted and if a bill is due to be paid 
after a few days of some incidence, that day will not be taken into 
consideration on which the incidence took place. 

(v) If the day of payment is a public holiday it becomes due 
one day earlier. 

Entries relating to Bills 

Entries in the books of the drawer — One person draws a bill of" 
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exchange and the other “bHI pUyabteS^ 

able (m> for the “/‘he debhs the Bills Receivable A/c (B/R 

When a person receives a bill n , , 

A/c) and the following entry IS passe . j A/c-Comes in) 

Bills Receivable A/c (Personal A/c —Giver) 

To Accepter’s Personal A/c 

(For B.R. received) , of maturity- The- 

The drawee makes A \;ii^ ^Thus Cash A/c is 

drawer receives cash and gives back the bill. 

debited and Bills Receivable A/c .s credited . in), 

Cash A/c A/c^^* (Real A/c— Goes out) 

To Bills receivable A/c ' 

(For payment of B. R. received) 

Entries in the Books of the Acceptor -cceotor. When 

A Bill of exchange is a bill ^^/c and credits the 

he accepts it he debits the Drawer's Personal A/c an 

Bills Payable A/c : rp-rsonal A/c-Receiver) 

Drawer’s Personal A/c Dr. /Real A/c — Goes out) 

To Bills Payable A/c f 

(For acceptance given) 


jaturity he 

Comes in) 
-Goes out) 


Whtn the acceptor makes Fay®®“‘ 
debits the Bills Payable A/c and credits the cash A/ 

Bills Payable A/c Dr. (Real A/c 

To Cash A/c (R®a' A'® 

(For payment of the bill made) 

niostration 18-1 o i OOO 

Satya Prakash sold to Shiv Kumar Shiv^Kumar 

and drew upon him at 3 months ^ the a for pay- 

accepted the draft on presentation The bill wa P hooks of both 
ment on maturity and honoured. Make entnes in the books oi Dom 

the parties. 

ENTRIES IN THE BOOKS OF SATYA PRARASH 


Shiv Kumar 

To Sales A/c 

(For goods sold to him on credit) 

Dr 


Rs. 

1,000 

t 

1.(00 

Bills Receivable A/c 

To Shiv Kumar 
(For B.R. received from him) 

Dr. 

1 

1.000 

1.000 

Cash A/c 

To Bills Receivable A/c 
(For payment of the bill received) 

Dr. 


1,000 

1.000 

• 
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ENTRIES IN THE BOOKS OF SHIV KUMAR 


Purchases A/c 

To Satya Prakash 
(For goods purchased from him on 
credit) 


Satya Prakash 

To Bills Payable A/c 
(For acceptance given) 


Bills Payable A/c 
To Cash A/c 

(For payment of the bill made) 


Dr 


Dr. 


Dr 


Rs. 

1,000 


1/00 


1,000 


Different Uses of a Bill of Exchange 

A holder of a bill can use it in the following ways 


Rs. 

1,000 


1,000 


1,000 


(1) Retaining the bill till the date of maturity — He can 
retain the bill till the date of maturity and get its payment on that 

date. 


(2) Discounting a bill— If he needs money immediately he 
can get it discounted with the bank. 

(3) Endorsement of a Bill — He can endorse it to a creditor. 

( 4 ) Sending a Bill for Collection — He can send his bills 
to the bank for collection. The bank charges some commission for 
the same. 

Discounting of Bill 

If the drawer does not want to keep the bill with him till the 
date of maturity he can get it discounted with the bank. The bank 
pays some lesser amount. It is a gain to the bank and loss to the 
drawer. He will debit Gash A/c and Discount A/c and Credit Bills . 
Receivable A/c : 

Cash A/c Dr. (Real A/c — Comes in) 

Discount A/c Dr. (Nominal A/c— Loss) 

To Bills Receivable A/c (Real A/c— Goes out) 

(For B.R. discounted) 


Endorsement of a Bill 

The drawer can endorse the bill in favour of his creditor also. 
For example, Narender Kumar has to make payment to Surender 
Kumar. But he has no cash with him. Narender Kumar caa 
endorse his B/R in favour of Surender Kumar and the following 
entry will be passed : 
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Creditor’s Personal A/c Dr. (Personal A/c “ 

To Bills Receivable A/c (Real A/c -Goes out> 

(For B.R. endorsed to creditor) 

Sending the Bill to Bank For Collection 

To avoid difficulties of collection of bills the businessman sends 
his bills to the bank for collection. Following entry is passed : 

Bank A/c for <>’ Bi"* ^ <““"3 

To Bills Receivable A/c ' 

(For B.R. sent to Bank for collection) 

Here the Bank A/c has not been debited because the bank can- 
not credit his customer’s A/cunless the amount of the bill ‘s-^alised. 
Thus according to double entry system when the bank does not credit 

you, it will not debit also. 

When the bank sends notice of realisation the following entry 

4 

is passed : 

Bank A/c 

To Bank A/c for the collection of the Bills 
(For intimation of collection received) 

Bank A/c for collection of the Bills is opened for memory sake 
only and its balance shows the number of bills sent to the bank 
up to a particular date. This account is credited on realisation of 
bills. When an account is once debited and then credited the 

balance is nil. The net result is . 

„ , . , /Dr 

Bank A/c 

To Bills Receivable A/c 

Note The acceptor is not affected with these different uses of 
bill because he has to make payment in aU cases only once. 
Drawer, or creditor, or bank or any one of them will go to the drawee 

for payment. 


Illostration 18-2 

A bill for Rs. 5.000 is drawn by Virendra on Mahendra and 

accepted by Mahendra payable at his bank. Show what entries 
would be passed in the books of Virendra under each of the following 

circumstances : 

(fl) If he retained the bill till the due date and then realised it 
on maturity. 

(b) If he discounted it with his bank ioi Rs. 4,950 ; 


(c) If he endorsed it over to his creditor Anil Kumar Gupta 
in settlement of a debt ; 

{d) If he sent it to his banker for collection. 


Solotion 


JOURNAL OF ANIL KUMAR 


Date 



Particulars 

1 

Bills R,eceivable A/c 

To 'Sunil Kumar 

Dr. 

1 (For BiU received from Sunil Kumar) 

^ 

Santosh Komar 

To Bills Receivable A/c 
(For bill endorse to him) 

Dr. 


Dr. 

Cr. 

Amount 

Amount 

Rs 

1,000 

Rs. 

1,000 

1.000 



Anil Kumar will not pass any entry for getting payment because 
the bill has been endorsed to Santbsh Kumar. 

JOURNAl. OP SUNIL KUMAR 


Date 


Particulars 


L.F. 


AfU|C;ucaar 
To Bills i 


Dr 


To Bills Payable A/c 
(Fe'r-aceeptanoe^giv.eii to him) 


Bills Payable A/c 
To Cash A/c 

(For Payment of the Bill made) 


Dr. 



Dr. 

Amount 


Rs. 

1.000 


1,000 


JOUBINAL SANTOSM KUMAR 


Cr. 

Amount 


Rs.> 

1,000 


i.odo 


Date 


P^rt'culars 


LF. 


Bills Receivable A/c 1 

To AniV Kumar 

(For the aceeptapp^ of Sunil Kumar 
received from Anil Kumar) 


Dr. 


Ca&h A/c * 

To Bills Jteoeivable A/c 
(For the amount of Sunil’s acceptance 

received) 


Dr 


Dr. 

Amount 


Cr. 

Amount 







1.000 
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sss'io ^ »-» 

are:passed: wn-vrhen the bill is 

.u. XJm ^TJTZZ a.a ... a- .a. 

«ake nayment in time the entry will be : 

make paymen ^ debtor) 

Acceptor’s Personal A c ur (Goes out) 

To Bills Receivable A/c ' 

(For Bill dishonoured on due date) 

On the dishonour of bill the acceptor again becomes debtor, 
thusihis account is debited. 

(2) Dishonour after discounting-Follow.ng entry will be 
passed i 

Acceptor's Personal A/c 
V"' To Banks A/c 

(For Bill dishonoured on due date) 

Acceptor’s A/c is debited and Bank A/c credited because after 

discounting the bank becomes the creditor. 

(3) Dishonour after endorsement- When the draww 

endorses it in favour of his creditor, following entry will be passed 

in^caselof dishonour— 

Acceptor’s Personal A/c 

To Creditor’s Personal A/c 
(For Bill dishonoured after endorsement) 

(4) Dishonour s.fter being sent to bank for collection— 

foUowing entry will be passed : 

Acceptor’s Personal A/c Dr* 

To Bank A/c for the Collection of the Bill 

(For Bill dishonoured after collection) 

Entries in the Books of the Acceptor 

In case of dishonour following entry will be passed in the 

books of the acceptor in all the above cases : 

Bills Payable A/c Dt. 

To Drawer’s Personal A/c 
(For acceptance dishonoured on due date) 

Note. In case of dishonour, debit the Acceptor and credit 

where the bill is. 
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Ulastration 18-5 

Girdhari&Co. sold to M^ri &Co^ to the value of Rs. 200 

and drew upon the latter at 3 months for the amount, Murari & 
Co accepted the draft on presentation. Show what entries would be 

passed in the books of both the parties under each of the following 

circumstances if the bill is dishonoured on due date ; 

1. If they retained the bill till the due date and then realised 
it on maturity. 

2. If they discounted the bill with Dena Bank for Rs. 1^. 

3. If they endorsed it in favour of Bhagwan & Co. 

4. If they sent it to their bankers for collection. 
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Solution 


Date 


Particulars 


iL-F. 


Dr. 

Amount 


( 1 ) 


( 2 ) 


O) 


Cr; 

Amount 


Murari & Co, _ 

To Bill Receivable A/c 

(For Bill dishonoured on dw^w^ 


Dr. 


Murari & Co. 

To Bank A/c - * 

(For Bill dishonoured after discount- 
ing) 


(4) 


Murari & Co. 

To Bhagwan & Co* ^ _ 

(For Bill dishonoured after endorse- 
ment) 

^'r^Bank A/c for the collection of 

(Foc^biU*dishonoured under collection) 



R5. 

P, 

200 

1 


200 


200 — 


200 


IN THE BOOKS OF MUK^ 


Date 


Particulars 


1,2,3 

&4 


Bills Payable A/c 

To Girdhari & Co. 

(For Bill Payable dishonoured) 


Dr. 


L.F. 

Dr. 

' 1 

Cr. 


Amount 

Amount 

1 - 


Rs. 

P. 

Rs. 

P. 

1 

200 


200 

1 

1 

1 

i 


bill is not paid on the date of maturity then to 
establiTh and prove this.fact the drawer has to follow some procedure. 

TOs Ifficer certifies on the back of the bill that the bill was presented 
Md dishonoured in his presence. He charges some fee which is 
^led Noting charges. In the books of the drawer noting charges 

are retained by the drawer till the date of maturty. 

Noting Charges A/c Dr- 

To Cash A/c 

(For Noting Charges paid) rn 

Noting charges are recorded in the Acceptor’s A/c as follows - 

Acceptor’s Personal A/c Dr- 

To Noting Charges 

(For Noting Charges charged from Acceptor) 

No separate account is kept in the 2nd, 3rd and 4th use ot the 
bill But instead the noting charges are added with the amount of 
the bill and the fact is mentioned in the narration. For example, 
the amount of the bill is Rs. 1,000 and noting charges are Rs. 10, 

the entry will be passed for Rs. 1,010. 

E.P.K. (25) XI 
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£ntries in the Books of the Acceptor 

The acceptor will pass following entry with regard to noting 
charges — 

Noting Charges A/c Dr. 

To Drawer’s Personal A/c 

(For noting charges paid by drawer on our behalf) 

IHustration 18-6 

Narendra drew upon Surendra a bill of Rs. 500 for 3 months 
and the bill was accepted by Surendra. The bill was dishonoured on 
due date. Show what entries would be passed in the books of both 
the parties under each of the following circumstances : 

1. If he retained the bill till the due date and noting charges 
Rs. 10 paid by him. 

2. If he discounted it with his Banker and noting charges 
Rs 10 paid by the Banker. 

3. If he endorsed it over to his creditor Raj Kumar and 
noting charges Rs. 10 paid by him. 

4. If he sent it to his Bankers for collection. 


Solution 


Date 


ENTRIES IN THE BOOKS OF NARENDRA 


Particulars 



1 (a) 


(b) 


(c) 


Surendra 

To Bills Receivable A/c 
(For Bill dishonoured) 


Dr 


Noting Charges A/c 
To Cash A!c 

(For noting charges paid) 


Dr 


} Surendra Dr 

To Noting Charges 

(For noting charges charged from him) 


Dr 


Surendra 
To Bank 

(For Bill dishonoured and noting 
charges Rs. 10 paid by Bank) 


Surendra Dr. 

To Raj Kumar 

(For bill dishonoured and noting 

charges Rs. 10 paid by Raj Kumar) 

Surendra ^ . ^*’r 

To Bank A c for the collection of 

the Bill . 

(For bill dishonoured under collection) 


500 


1 510 


510 


500 
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No Noting Charge ha™ h.on paid in the fourth case, 
there will be no entry for Noting Charges- 


So 


I. U 
A HI 


IV 


Bills Payable A/c 
Noting Charges A/c 
To Narendra 

(For Bill dishonoured and noting 
charges Rs. 10 paid by him) 

Bills Payable A/c 
To Narendra \ 

(For Bill dishonoured) 


Or. 

Dr. 


Dr 


I\s>. 

,p- 

500 

— 

10 

1 

500 

— 


Rs. P. 


510 — 


500 


Note. Same entry will be passed in the books of the Acceptor 
in 1st, 2nd and 3rd case. In the 4th case there are noting 

charges. 


Renewal of Bill 

I The acceptor may not be in a position t<J meet the bill on the 
date bf maturity but if he knows that he will arrange to meet the 
same after some time he may request the drawer to cancel this 
bill and draw a new one along with interest Interest is sometimes 
paid in cash and sometimes added with the amount of the new 

bill.' 


Entries in Drawer’s Books 

First of all the drawer will cancel the old bill 
Acceptor’s Personal A/c Dr. 

To Bills Receivable. A/c 

M 

(For Bill cancelled on Renewal) 

When the amount of interest is received in cash, follow ing 
entry is passed — 

Ca^h A/c Dr. 

To Interest A/c 
.(For interest received) 

Entry for New Bill 

Bills Receivable A/c Dr. 

To Acceptor’s Personal A/c 

When interest is not received in cash, it is added to the amount 
of the bill. Following entry is passed — 

Bills Receivab*** A/c Dr. 

To Acceptor’s Personal A/c 
„ Interest A/c 

(For new Bill received witn interest) 



388 


i 

Entries in the Books of the Acceptor 

Entry for cancellation of the old bill — 

Bills Payable A/c Dr. 

To Drawer’s Personal A/c 
(For old Bill received on renewal) 

When interest is paid in cash 

Interest A/c Dr. 

To Cash A/c 

(For Interest paid to Drawer) 

When new bill is accepted 
Drawer 

To Bills Payable A/c 
(For new bill accepted) 

Interest is not always paid in cash but sometimes added to the 
amount of bill and the following entry is passed — 

Drawer’s Personal A/c Dr. 

Interest A/c Dr. 

To Bills Payable A/c 
(For new acceptance given with interest) 

Dlnstration 18-7 

Ramesh Kumar having accepted a bill for Rs. 1,000 is unable 
to meet the same. Before the due date, he requests Raj Kumar to 
receive Rs. 20 for interest and draw on him a new Bill for the 
amount for a further period of three months and cancel the old bill 
which is shortly to become due. Raj Kumar agrees to his proposal. 
Pass entries in the books of both the parties to the transactions. 


SolotioD 

ENTRIES IN THE BOOKS OF RAJ KUMAR 
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entries m THE books of RAMESH^t^ 


L.F. 


Bills Payable A/c 
To Raj Kumar 

(For cancellation of th^ol d Bill ) ^ 
Interest A/c 

To Cash A/c ^ . 

(For interest paid to drawer) 


Dr. 


Dr. 


Raj Kumar 

To Bills Payable A/c 
(For a new bill accepted) 


Dr. 


Rs. P. 

1,000 — 


20 


1,000 


Rs. P. 

1,000 - 


20 


1.000 - 


Dlustration 18-8 

Before the due date of the bill for Rs. 300 

(а) X, the acceptor approaches us and pays Rs. 100 in 
and asks us to draw on him another bill for Rs. 

Rs. 15 being for interest, we agree to it ; 

(б) X pays Rs. 25 for interest ; and we draw another bill for 
the full amount which he accepts ; 

(c) X pays Rs. 1!5 and accepts another bill for Rs. 200 ; 

(d) X pays Rs. 100 in cash and endorses over to "S ^ 
his debtor for Rs. 75 and we draw on him a fresh bill lOf 

the balance plus Rs. 20 for interest. 

Pass the necessary Journal Entries to record the above trans- 
actions in our books. 


1 



Solution 
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JOURNAL ENTRIES 


Date 


(o) 


(b) 


(c) 


Particualrs 


^ Dr. 

To Bills Receivable A/c 

(For cancellation of the original Bill) 


L.F. » Dr. 

Amount 


Cash A/c 

To jir 

(For the amount paid by X) 


Dr 


To Interest A/c 
(For interest charged as agreed) 


Dr 


Bills Receivable A/c 
To X 

(For the amount of the new B.R 
received from X) 


Dr. 


^ Dr. 

To Bills Receivable A/c 

(For cancellation of the original Bill) 

Cash A/c 

To Interest A/c 

(For tihe amount of interest received 
from X) 


Dr. 


Bills Receivable A/c 
To A' 

(For the amount of the new bill 
received ft om X) 


Dr. 


X Dr 

To Bills Receivable A/c 
(For cancellation of the original Bill) 


Cash A/c 
To X 

To Interest A/c 

(For the amount received from X in 
part payment of the bill and for 
interest) 


Dr. 


Bills Receivable A/c 
To X 

(For the amount of the new bill 
received From X) 


Dr 


Cr. 

Amount 


Rs. 

300 

P. 

Rs. 

300 

! 100 
• 

— 

100 

IS 

— 

15 

215 

— 

215 

• « 

300 

— 

300 

25 

1 

1 

1 

25 

300 

— 

300 

300 

— 

300 

115 


100 1 
15 

200 

— 

200 
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Date 


id) 


Particulars 


Dr 

Amount 


Dr. 

^ To Bills Receivable A/c 

^For^ncellation onhe_™al_b^) 


Dr 


9 » 


Cash A/c , 

Bills Receivable A/c 

amount of cash and a bill of 
^^third party received from X m par 
payment of the o^i^nal bill) 


Dr. 

(FoT the amount of mterest chargeable 
to him as agreed) 


Dr. 


Bills Receivable A/c 

(FoI°th^ amount of the new bill recei- 
ved from him) 





^,l.g a BUI U.d« R.W. ,0 make payment 

y/ If the acceptor ol the Dill *» * tn cuch a case the drawer 

before the ^ ™ g^Ite^ ^It^irioss to the dsawer but gain to the 
agrees to give some rebate, it is 

acceptor. 

®^”‘'’'Thfdr!w^ wUl debuTe'cash A/c and Rebate A/c and Credit 

B/R A/c. ^ ^ 

Cash A/c ^ (Loss) vt i 

Rebate A/c . g,. - 

To Bills Receivable Ajc - ^ cqO-'^ 

(For payment of the bill received und«r rebate) 

Entry in the books of Acceptor ^ 

Bills Payable A/c — 

To Cash A/c •- . , 

„ Rebate A/c C'xy (Gam) 

(For payment of the bill made under rebate) 

Rebate is loss for the Drawer of Bill of Exchange and profit 

for the Acceptor. 

Ulostration 18-9 

On 1st March, 1979 Satish sold goods to Suresh worth 

Rs. 1,000. On that date Suresh accepted a bill drawn upon him y 

Satish at 3 months for the amount. 


I ^ — — — 

On the 4th May the payment of the bill was made under rebate 
at 6% per annum. 


Make Journal Entries in the books of both the parties. 



Solnfion 
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SATISH’S JOURNAL 


Date 

Particulars 


L.F. 

Dr. 


Cr. 






1 Amount 

Amount 

1979 




Rs. 

P. 

1 Rs. 

1 

p. 

Mar. 1 

1 

Suresh 

Dr. 




1 


To Sales A/c 

(For goods sold to him on credit) 




1,000 

1 


» 1 

Bills Receivable A/c 

Dr. ! 






• 

To Suresh 

(For bill received from him) 

1 

1 




1,000 


May 4 

Cash A/c 

Dr. 


995 





Rebate 

Dr. 


5 





To Bills Receivable A/c 





1,000 



(ror amount of the bill received and 






rebate allowed for the month) 








SURESH’S JOURNAL 


1979 
Mar. 1 


Mar. 1 


May 4 


Purchases A/c 
To Satish 

(For goods purchased 
credit) 


L.F 


Dr. 

from him on 


Rs. 

1,000 


Satish 

To Bills Payable A/c 
(For bills accepted) 


Dr. 


1,000 


Dr. 


Bills Payable A/c 
To Cash Account 
To Rebate Ale 

(For payment of the bill made under 
reba’ 


1,000 


ite) 


P , Rs. 

1 1,000 


1,000 


995 

5 


Rebate of the whole year— ^ l.OOOx 


)- 


Rs. 60 



Note. CalcnlatioD of the rebate — 

6 

100 

,, one-months Rs. 5. 

mount Pay able ==1,000 — 5=]p^995, 

Bills Receivable Book V 

Present age is the age of credit. So most of the transactions 
are based on credit. When a large number of bills are received in 
business it is thought necessary to maintain a Bills Receivable Book. 
A* specimen of the same is given below : 


Date 

From whom received 

Term 

Due Date 

L.F. 

Amount 


1 

1 

i 

1 

1 

» 
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BILLS 


RECElVABLEJOOKiD£^£«£^ 



Bills Payable Book _ o n,any bills in the 

HeVu S?= inTnl P^.e ^o* « 

«f which is given belOT^ ..yen, b book tstw nW 


Date 


To whom given 


Term 


Due Date 


L.F. I Amount 


PIT 1 S PAYABLE BOUKTPj^ruflgj 


«n 

A 

I 


A 

*o 

o 

Q 



Jg 

A 

o 

E 

w 


O 

rt 

Q 

a> 

3 

Q 


Oi 

% 


e 

9 

o 

E 

< 


•v 

4> 

(A 

& 

CO 

'B 


lllDstration 18-10 

1979 

March 1 Received from Surendra his acceptance at 

three months . 

7 Accepted Narendra’s draft at two months 

” 19 Received a Bill from Anil Kumar for 3 
months 

„ 21 Gave Raj Kumar our acceptance at one 
month 

26 Received a Bill from Santosh Gupta at six 

Enter the above transactions in the Bills Receivable and Pills 

Payable Books of Mathura Prasad. 


Rs. 

300 

500 

1.500 

500 

1.000 


1 


SolQtiOD 
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BILLS PAYABLE BOOK {Simple) 


Date 

To whom given 

Term 

1 

When due 

1 L.F. 

1 

Amount 

1979 
Mar. 7 
21 

Narendra Kumar 

Raj Kumar 

2 months 

1 month 

1 

May 10 
April 24 


Rs. 

500 

500 

p. 


Bills Payable A/c Cr. 




1,000 

— 









For posting a B/R book we have to open all the personal 
accounts and write ‘By B/R A/c’ in each of them and in the B/R 
A/c we have to write ‘To Sundries’ and write the total of /the B/R 
book. It is illustrated as below : r i akjH 


SURENDER KUMAR 


V 


\979 
Mar. 19 


By Bills Receiv 
able A/c 



ANIL KUMAR 

1979 
Mar. 19 



Dr. 


SANTOSH KUMAR 


1979 

Mar. 19 


1 


By Bills 
able A/c 


Rs. 

1,000 


Dr. 


BILLS RECEIVABLE A/c 


Cf 


1979 
Mar 3 


To Sundries 


Rs. 
2,800 


Posting of Bills Payable Books 

First of all we should open all the personal accounts and 
write ‘To B/R A/c’ in each of them and in the B/R A/c we should 
write ‘By Sundries’ and give the total of B/R Book. It is illustrated 
as below— 


397 

NARENDRA KUMAR 




Cr 



- ^ accommodation bills 

Wh« U.e bullion.™ - ;,VSi°UTrS‘‘lS^ 

'"‘‘h'oAefYhM'sSm discounted With the bank and shate the 

K “ htbSa ? e'A 0 "““^^ - ''“O'"""’- 

dEtion bills or Kite Bills. 

S»Cet‘Lt!.rS%n!r,^^ fn”r ^ or 

both the parties. 

solution tn the BOOKS OF SHIV KUMAR 


Date 


Particulars 


Bills Receivable A/c 
To Ramji 
(For Bill received) 


Cash A/c 
Discount A/c 

To Bills Receivable A/c 
(For Bill Discounted) 


Ramji 

To Cash A/c 
(For cash sent to Ramji) 



Rs. P. 

1,000 — 



Cr. 

Amount 


Rs. 

p. 

1 

1,000 

r 


1.000 


1,000 
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ENTRIES IN THE BOOKS OP RAMJl 


Date 

Particulars 

L.F. 

Dr. 

Amount 

Cf. 

Amount 


Shiv Kumar 

To Bills Payable A/c 
(For acceptance given) 

Dr. 

1 

1 

1 

1 

Rs. P. 
1,000 1 — 

» 

i 

Rs* 1 

* 

1,000 

p. 

1 

1 


Cash Ajof' 

To Saiv Kumar 
(For cash received) 

Dr. 


f 

1.0 0 — 

1 

t 

1 

1,000 

1 

4 

i 

i ~ 


Bills Pay^le A/c 

To Cash A/c 

(For payment of the bill made) 

Dr. 


1,000 . — 

1.000 

i 

i 

i 

1 


Ulustration 18-12 


On 15th April. 1981 Harish Kumar and Gian Kumar draw on 
one another B/E at 2 months for Rs. 1,200 for their mutual accom- 
modation They discount each other’s bills at the rate of 5 per cent 
and at maturity each party honours his own acceptance. Pass entries 
in the books of both the parties. 


Soluticn 

HARISH KUMAR’S JOURNAL 


Date 

Particulars 1 

-.F. Dr. 

Amount 

Cr. 

Amount 

1981 

Apl.15 

Bills Receivable A/c 

To Gian Kumar 
(For bill received'» 

Dr. 

Rs. 1 
1,200 j 

1 

p. 

Rs. 

uoo 

P. 

ft t* 

Gian Kumar 

To Bills Payable A/c 
(For acceptance* given) 

Dr. 

1.200 ! 

1 1 

■ 

1,200 ! 

— 

ft ft 

Cash A/c 

Discount A/c 

To Bills Receivable 
(For bill discounted) 

Df. 

1.190 i 
' 10 

1 

1,200 

* 

JunelS 

Bills Payable A/c 

To Cash A/c 

(For payment of the bill made) 

Dr. 

1 1.200 


1,200 

4 
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GIAN KUMAR' S JOURNAL 


Date 


Particulars 


1981 
April 15 


L.F. 


Dr. 

Amount 


Bills Receivable A/c 
To Harish Kumar 
(For Bills received) 


Dr. 


M 


Pf P9 


June 18 


Harish Kumar 

To Bills Payable A/c 

(For acceptance 

Cash A/c 

^*^'^BiUs Receivable A/c 
(For Bills discoum^^ 


Dr. 


Dr. 


Bills Payable A/c 

(FoT°pa?men^ of the Bill made) 


Dr 


Rs. 

P. 

1,200 



1,200 — 


1,190 

10 


1,200 


Note. 


Calculation of discount : 


Discount of the whole year( 1 .200 X 
Discount for 2 months 


5 

100 

= Rs. 
= Rs. 


60 

10 


Cr. 

Amount 


Rs. 


1,200 


1,200 


1 200 


1,200 


niustrarioii 18-13 r c /? ^ draws a Bill of 

For .hr “o^^Tcrp s .Sr bin and Sr.nrns I. lo S. 

S discounts the same with h.s bankers^a d and 

STrtpr'SivrSr On -be .id' d*'" ^ 

money who meets the bill. 

Pass necessary Journal entries in the books of S and R to record 
the above transactions. 
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Solution 


Date 


JOURNAL ENTRIES IN THE BOOKS OF S 


Particulars 




Dr. Cr. 

Amount Amount 


Bills Receivable Account Dr. 

Toi 

(For the amount of bill accepted 

hyR) 


Cash A/c 
Discount A/c 

To Bills Receivable A/c 
(For the amount received on 
discounting the above bill) 


R Dr. 

To Cash Account 
Discount Account 

(For remittance of ird of the proceeds 
to R - ird discount being charged 
to him) 


R Dr. 

To Cash Account 

(For the Balance paid to R in settle- 
ment of his account) 


iTi 


Rs. 

7,500 


7,500 


2,440 

60 


5.000 


401 



aiostration 18-14 j„u*r.r 

On 15th April. 1981. A agrees ®;^R°.'70o"for one 

r^ofR: X°t»o tnfhs'; ..d NO. 3 fo, Rs. 900 .. 

rli.? B ot; on. ,e.u.s .Bo« BU,s .o A. ^ 

A endorses on »* on 2nd“Vil, rhe second 

» rs b"Rs. 792 end r’e.nins .he .h.rd .U, snn.nri.y. 

•*-, The second bill is dishonoured 
The firs, bill “ ,a fo, noling charges, A charges 

on the due date. Rs. lu oemg v g25 at 

f j;- months. and^urth bills are duly honoured on the 


due date. 

Give journal entries to record these 

of A, B and C. 

E.B.K (XI) 26. 


transactions in the books 
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SolntioD 


JOURNAL ENTRIES IN THE BOOKS OF A 


1981* 
April 15 


$9 

99 99 


„ 20 


« 22 


June IS 


June 18 


June 18 


July 18 


Sept. 21 


Bills Receivable Account (No. 1) 
BiUs Receivable Account (No. 2) 
Bills Receivable Account (No. 3) 
To B 

(For three bills received from B) 


Dr. 

Dr. 

Dr. 


^ Dr. 

To Bills Receivable Account (No. 1) 
To Discount Account 
(For the endorsement of the 1st Bill 

to C in full settlement of an account 
of Rs. 710) 


Cash Account qj* 

Discount Account Dr* 

To Bills Receivable Account (No. 2) 
(For cash received on discounting the 
2nd Bill with Bank) 


® -T. T> ^ 

To Bank 

(For dishonour of the 2nd Bill by B 
including noting charges Rs. 10) 


® _ T 

To Interest Account 
(For the amount of interest charged 
from B) 


Bills Receivable Account (No. 4) Dr. 
To B 

(For acceptance of the 4th Bill by B 
including Rs. 10 as noting charges 
and Rs. 15 as interest) 

C^h Account Dr. 

To Bills Receivable Account (No. 3) 
(For Cash received on maturity of the 
3rd Bill) 


Cash Account Dr 

To Bills Receivable A/c (No, 4) 
(For Cash received on maturity of the 
4th Bill) 


L.F. 

Rs 

P. 

Rs. 


700 




800 

r - 



9 (^ 

1 

2,400 


710 

— 

700 




10 


792 




8 


800 

1 

1 

1 

1 

810 

— 

810 

i 

1 

1 

1 

a 

15 

— 

15 


825 

— 

825 

• 

1 

1 

900 

1 

900 

1 

825 

— 

825 


P. 
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JOURNAL ENTRIES IN THE BOOKS OF B 


1981 
April 15 




May 18 


To Bills Payable Account 

(No. 1) , 

To Bills Payable Account 

^%i]IIs Payable Account 

(No. 3) , . 

(For three bills given to A) 

Bills Payable Account (No. 1) 

To Cash Account 

(For payment of 1st bill made on 
maturity) 


Dr. 


Rs. P. 
2,400 — 


Dr. 


700 — 


June 18 


Bills Payable Account (No. 2) 

To 

(For cancellation of the 2nd Bill) 


Dr. 


800 — 


June 1 


Noting charges Account Dr. 

Interest Account »• 

To ^ . 

(For amount of Noting charges and 

interest payab'e to A) 

“ Dr 

To Bills Payable Account (No. 4) 
(For the 4th bill given to A) 

Bills Payable Account (No. 3) Dr. 

To Cash Account . .. i* 

(For payment of Cash on maturity of 
the 3rd Bill) 

Bills Payable Account (No. 4) Dr. 

To Cash Account , . .. r 

(For payment of Cash on maturity ol 
thc4thbiU) 


June 18 


825 — 


July 15 


900 


Sep. 21 


JOURNAL ENTRIES IN THE BOOKS OF C 


825 


1981 
>^il 20 


May 18 


Bills Receivable Account Dr. 

Discount Account m 

To A 

(For receipt of a bill of Rs. fOO from 
4 in full settlement of my account 
ofRs.TiO) 

Cash Account Dr. 

To Bills Receivable Account 
(For Cash received on maturity of the 
Bill) 


Rs. P. 
710 — 
10 — 


700 


Ra. 

700 

800 

900 


700 


800 


825 


900 


825 





710 


700 
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Bankruptcy of the Acceptor 

Sometimes the acceptor becomes bankrupt before the date of 
maturity and is not in a position to make full payment. 

Entries In the Books of the Drawer 

The drawer debits the Cash A/c with the amount which he 
receives. He debits the Bad Debts A/c with the amount which he 
does not receive. The Acceptor’s A/c is credited. Thus the following 
entry is passed : 

Cash A/c Dr. 

Bad Debts A/c Dr. 

To Acceptor’s Personal A/c 

Entries in the Books of the Acceptor 

Drawer’s Personal A/c Dr. 

To Cash A/c 
To amount not paid 

Illustration 18-15 

X draws a bill for Rs. 1,500 and Y accepts it for the mutual 
accommodation of both to the extent of ^ 2/3rds and T l/3rd. X 
discounts the same for Rs. 1,410 and remits l/3rd of the proceeds to 
Y. Before, the due date Y draws another bill for Rs. 2,100 on X to 
provide funds to meet the first bill. The second bill is discounted 
for Rs. 2,040 and with this amount the first bill is met and Rs. 360 
are remitted to X, Before the due date of the second bill JST becomes 
insolvent and Y receives a dividend of 50 P. in the rupee in full 
settlement. 

Give Journal Entries to record the above transactions in the 
books of X and Y respectively. 


(Amount received) 
(Amount unpaid) 
(Full Amo unt) 


40S 


SolatloB 


Date 


JOURNAL ENTRIES IN THE BOOKS OF X 


Particulars 


L.F. 


Bills Receivable Account 

To Y 

(For Bill accepted by Y) 


Dr 


Dr 


Cash Account 
Discount Account 

To Bills Receivable Account 
(For cash received on discounting tne 
above bill) 

y Dr. 

To Cash Account 
To Discount Account 
(For remittance of l/3rd of the pro- 
ceeds to F. 1 /3rd discount being 
charged from him) 


Dr 


To Bills Payable Account 
(For Bill accepted) 


Dr. 




Cash Account 
Discount Account 

To Y • 

(For Cosh Received from F-lwo-thirds 
proceeds of the second bill minus 
Rs 1 000 on account of the first 

bill) 


Bills Payable Account 
To JC 

(For Dishonour of acceptance on 
becoming bankrupt) 


Dr. 


Y Dr. 

To Cash Account 
To Amount not paid Account 
(For 50 P. in the rupee paid to him) ( 


Dr. 

Amount 


Rs. P. 
1,500 - 


1,400 


1,410 - 

90 — 


500 — 


2,100 — 


360 I — 
40 


2,100 — 


c:r. 

Amount 


Rs. P 
1,500 - 


1,500 - 


470 

30 


2,100 - 


400 


2,100 


700 

700 
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JOURNAL ENTRIES IN THE BOOKS OF Y 



Date 


Particulars 


To Bills Payable Account 
(For Acceptance of jlf’s Bill) 


Dr. 


Dr. 


Cash Account 
Discount Account 
ToX 

(For amount received from X for l/3rd 

deducting 

l/3rd discount) 

Bills Receivable Account ~ 

To X 

(For Bill received from him) 


Dr, 


Dr. 


C^sh Account 
Discount Account 

To Bills Receivable Account 
(For amount received from the bankers 
.on discounting the above Bill) 


Bills Payable Account 
To Cash Account 
(For first bill met) 


Dr 


^ Dr 

To Cash Account 

To Discount Account 

(For 2/3rd proceeds of the secoiKi bill 

minus Rs. IfiOOof the first bill re- 
mitted to X) 


X 

To Bank Account 

(For amount paid on account of X’s 
failure to meet his acceptance due 
to his bankruptcy) 


Dr. 


Cash Account 
Bad Debts Account 
ToX 

(For amount received as final dividend 
of 50 P. in a rupee from X) 


L.F: 


Dr. 

Amount 


Rs. 

1,500 


470 

30 


2,100 


2,040 

60 


1,500 


400 


2,100 


700 

700 


Cr. 

Amount 


Rs. 

1.500 


500 


2,100 


2,100 


1,500 


360 

40 


2,100 


1,400 


Note 1. To find put the amount due from Y, T’sA'cmJTs 

Ledger will be opened. 

After the bill is paid discount on the balance of Rs. 600 
will be Rs. 60. Therefore discount on Rs. 400 is Rs. 40. 


2. 
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Solntton 


ri ACCOUNT IN THE BOOKS OF Y 


Ct. 



Date 


Particulars L.F 


TV) Bills 
Payable 
Account 
Cash A/c 
Discount 
Account 
,, Bank 


ff 




Dr. 

' Amount 

Date 

Particulars 

L.F. 

Cr. 

Amount 

Rs. 

1 

P. 

1 

1 


By Cash A/c 
Discount 


! KS. 

' 470 

30 


1.500 



Account 

1 


360 


« 

„ Bills Receiv- 


2.100 

1 

! 

40 

— 


able 



2,100 



,, Cash A/c 


700 




„ Bad Debts 
Account 

i 

700 

1 1 



" 4.000 1 





” 4.000 



Note. On the due date of the bill X becomes bankrupt and is 
unable to meet the bill. Therefore Y has to take it «P aiyi ^‘er 
that A^’s as A/c shows a debit of Rs. 1.400 Y *ialf of the 

amount from X i.e. Rs. 700 remaining Rs. 700 wiil be bad debts. 

Illnstration 18-16 

On 1st January, 1981 A draws on B at 3 ^jonths for Rs. 1,000 
and discounts the acceptance with the bank for Rs. 990 of which he 
hands over Rs. 495 to B. On 31st March in order to provide funds to 
meet this bill. B draws on A for Rs. 1.100 at 3 months and discounts 
the acceptance with the bank for Rs. 1,090 in cash of which he gives 
Rs. 272 and 50 P. to A, On 29th June, A becomes insolvent and B 
has to meet both the bills. On 1st Oct. B receives a dividend of 
75 P. in the rupee in full settlement. 

Prepare A^s Account in R’s Books. 


Solution 

Dr, IN THE BOOKS OF A Cr. 




Rs. 

1 P- 

1981 


Rs. 

P. 

Jan. 1 

To Bills Payable 

• 


Jan. 1 

By Cash A /c 

495 

— 


Actual 

1.000 

I — 

ff ff 

By Discount 


« 

Mar. 31 

To Cash Account 

272 



Account 

5 

— 

ft* «ft 

To Discount A/c 

2 


Mar. 31 

By Bills Recei- 



mmM 

To Bank Account 

1.100 



able A/c 

1.100 






Oct. 1 

By Cash A/c 

' 581 

25 



1 

1 


99 99 

By Bad Debts 





1 



Account 

193 

75 



2,375 

— 



2.375 


1 









lllastration 18-17 

On 1st May, 19... A drew and B accepted a bill at three 
months for Rs. 2,000. On 4th May, A discounted the bill for 6 per 
cent per annum and remitted half the proceeds to B, On 1st June 
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B drew and A accepted a bill at three months for Rs. 500. On 4th 
June^ B discounted the bill at 6 /o per annum and remitted half the 
proceeds to A. A and B agreed to share the discount equally. At 
maturity, A met his acceptance, but B failed to meet his, and A had 
to pay for it. A then drew and B accepted a new bill at three 
months for the amount of the original bill plus Rs. 30 for interest. 

On 1st November, 19..- became insolvent and paid to his 
creditors 50 Raise in the rupee. 

Write up the entries in ^’s Journal and B’s Account in A's 
Ledger. 

Sohition 



19... 
May 1 


Bills Receivable Account 
ToB 

(For drawn a bill for mutual accommodation) 


Dr. 2,000 


Cash Account 
Discount Account 

To Bill Receivable Account 
(For discounted the bill) 


June 1 


To Cash Account 
To Discount Account 

(For remitted half proceeds of the bill to B) 

B Dr. 

To Bills Payable Account 
(For acceptance given toB) 


„ Cash Account 

Discount Account 
ToB 

(For received half proceeds of the bill from B) 
Aug. 4 B 

To Bank Account 
(For the bill dishonoured) 

Aug. 4 B 

To Interest Account 
(For interest charged for three months) 

4 Bills Payable Account 
To B 

! (For the bill renewed) 


Dr 


Dr. 


Sep. 4 Bills Payable Account 

To Cash Account 
(For acceptance met) 


Dr. 


2,000 


Dr. 1,970 
Dr. 30 


Dr. 1 000 


500 


Dr. 246-25 
Dr. 3-75 


Dr. 2.000 


2,030 


500 


985 

15 


SOO 


250 


2,000 


409 


oFTT' 


Nov 


$9 


ff 


vency) — — — 

Cash Account 
Bad Debts Account 

<in P received in the rupee and the 

^^^ra"n^wri«enXUadde^ 


B’s A/c IN A*s LEDGER 


Dr 

Dr 


640 

640 



19... 
May 4 
May 4 
June 1 
Sept. 4 
Sept. 4 
Nov. 1 


To Cash Account 
Discount A/c 
B/R Account 
Bank Acount 
Interest A/c 
B.R Account 


9 

9 

9 

9 


Rs. 

19 .. 

985 

May 1 

15 

June 4 

500 

June 4 

2,000 

Sept. 4 

30 

Nov. 1 

2.030 

5^^ 

Nov, 1 

\ 



By B/R Account 
Cash Account 
Discount A/c 
B/R Account 
Cash Account 
Bad Debts A c 


» 

9 

9 

9 

9 


2,030 


1,280 


2,000 

246.25 

3'75 

2,030 

640 

640 


5.560 


Standard Questions ^ importance of a 


2 . 

3. 

4. 

5. 


t 


in .h. books or T„,. * Co. to, .bo foUo.- 

ing .,ans.c.,o«s :- January for 

" o^rs^b i;! da« duly uccoplod by Jay Ku, 4 
« Knmar f Co’s .ooop.a.» da.od 3,s. 

20 5“;^^ MSo^'cCdr .. 30 days dale, for 

Enter the foUow^g transactions in the propet books of Shlee 

Mahavir Book Depot. 

Jam 1 Received from Raj Kumar his own accep- 
5 Jagdish Chandra accepted our draft > 

” 8 Draw on Sudhir Kumar for amount due 


99 


99 


Rs. 

2,000 

1.000 

200 
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5. 


6 . 


3.000 






♦ t 


>9 


Jan. 10 Ramesh Gupta returned our draft duly 

accepted ^ 

15 Received from Anil Kumar, a B/R 500 

18, Received from Vijay Kumar. Satish Chandra’s 
acceptance in his favour ^ 

25 We accepted Sunil Kumar’s draft ’500 

26 Virendra Chopra drew on us ^qq 

A •’y Singh on Mr. Ahmed 

on 5th August payable six months after date. The bill in 

accepted by the drawee on presentation and duly met on 

maturity. Record these transactions in the books of bmh the 

pdrti6s« 

Rs ^0*^w^hirh ^Iraws on B a bill at three months for 

Rs - 00 which B accepts immediately and returns to A. The 

’hi ‘he necessary entriel 

in the books of both the parties. 

Sudershan sold goods to Rajan for Rs. 2,000’ Rajan acceots 
two bills of Rs. 1,000 each for 3 months. Sudershan endor- 
sed one bill to Rakesh on due date both bills are met 
Pass entries m the books of Sudershan and Rajan. 

A bill for Ks. 500 is drawn by Kishore Kumar on Ashok Kumar 
on 1st ^£****^979, payable 3 months afterdate. The bill is- 
accepted by the drawee on presentation and duly met on 

maturity. Record these transactions in the books of both th& 
parties. 


7. A bil for Rs. 500 payable three months after date is drawn 

by Ahsan and Co., on Mohammed Ibrahim Khan and accen- 
ted by the latter. Show entries that would be passed in the 

Journal of Ahsan & Co., in each of the following cases 

(a) If they keep the bill till maturity and then receive nav- 
ments of it on ‘the due date. 

C^> If they discount it at their bank for Rs. 495. 

(c) If they endorse it to their creditor Naresh Kumar. 

(d) If they send it to their bankers for collections. 

I. [tj] A bill for Rs. 5,000 is drawn by B on C, and accepted by 
C payable at his bank. Show what entries would be 
passed in the books of B in each of the following circum- 
stances ; 

(/) If he retained the bill till the dale and then realised it on 
maturity. 

(/V) If he discounted it with his bank for Rs. 4,800, 

(///) If he endorsed it over to his creditor Mr. Harish Gupta 
in settlement of his debt. 
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9 . 

10 . 

II. 

12 

13 . 

« 

14 . 

« 

15 . 


rAl State what further entries would be passed -i a, the books 

Sin eac!. of the circumstances given below- 
(/) If the bill was dishonoured on the due date. 

07) If-Noting charges Rs. 10 were paid in cases (i «' 

Balram draws a B/E on Hidaytulla for ^®-j‘fj®baP^fto*^Bafram 
three months, Hidaytulla ^ocep s annum. 

Stirrup' .. 

the books of Balram 

of Mathura, Kashi and Prem. 

Harish Kumar accepted on Rati- 

dra KumL got this bill discounted at h>s banjc at 5 

by the drawer. 

A sells goods to B and draws a bill for Rs. 20,^00 on B three 
months lifter date which B accepts. A discounts this bill with 
hir banker at 5% per annum. B fails to meet this b.B on 
maturity. A pays off the amount of this bill to his banker 

with its^expenses amounting to Rs. 200. B 8'^f® 

payable two months after date to B for Rs. 20,300 which he 

meet on maturity 

Tina draws a bill for Rs. 2.000 on Ranjita on 15 th September^ 
1979 for three months. On maturity. Ranjita failed to honour 
the bill. Pass the necessary Journal Entries in the books of Tina 


and Ranjita. 

On 15ih June 1979, Mohan sold goods valued at Rs. 2,000. 
He drew a bill at 3 months for the amount and discounted the 
same with his bankers at Rs. 1 .960 On the due date the bill 
was dishonoured and Mohan paid to the bank the amount due 

plus the noting charges of Rs. 10. 

On 1st January, 1980 Ramesh sold goods Valued at Rs. 4 000. 
Raraesh draw a bill of exchange on Mahesh for Rs. 4,000, for 
a period of three months. Mahesh accepts it and returns to 
Ramesh. Ramesh then endorses it to Mukesh, who in tiirn 
endorses it to Suresh on 1st February, 1980, The bill is then 
discounted by Suresh on the same day with his banker at 5/^ 
per annum. On the due date the bill is dishonoured. 

Pass the necessary Journal entries in the books of all the 

relevant parties. 
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17 . 



A sells goods to B to the value of Rs. 1,450 and draws on him 
four months’ Bill of Exchange for the amount which B accepts. 
A discounts the same with the bank and pays Rs 7 25 as 
discounting charges. On the due date B dishonours the bill 
and requests A to draw a new bill payable after 4 months for 
the amount of the old Bill together with discounting charges 
plus interest at 5/„ per annum. A does so This new bill was 

duly met on maturity. Pass Journal entries in the books of 
both the parties. 

{Delhi Senior School Certificate Exam. 1978) 


A bill receivable for Rs. 1 .000 which had been discounted 

‘dishonoured and the Bank paid 

?a?d’^Rs dishonoured bill for R,s. 1.015 and 

paid Rs 35 as cash towards interest. Give journal entries to 

record the above in the books of the drawer. 

(S.S.C. Delhi 1980 Comptt ^ 

Azad to the value of Rs 
1,400 and draws a four months B/E for the amount which 

X'^diwa Nath discounts the same with 
K irt^ ^ discounting charges. On maturity 

Krrti Azad fails to honour the bill and requests VishwaNath 

to draw a new bill payable after four months for the original 

amount together with discounting charges plus interest at SV 
per annum. Vishwa Nath does so. 


19 


Make the necessary Journal entries in the books of Kirti Azad. 

Merchant & Ccx Calcutta sold to Rama Bros, of Delhi goods 
valued at Rs. 500, and drew a bill upon them at three months 
for the amount. Rama Bros, accepted the draft on presentation 
Merchant & Co. then endorsed the bill in favour of Smith & 
Co. The bill was dishonoured on maturity, and Smith & Co. 
paid Rs. 4 as Noting charges. Make entries in the books of all 
the three parties concerned to record the above transactions. 


20. Mr. Kishan Chand received from one of his customers a bill at 
three months for Rs. 8,000. He discounted it on the same 
day at 10 per cent per annum with his bankers. On the date 
of maturity, the bill was dishonoured. He incurred Noting 
Charges of Rs. 50. However, the customer paid him Rs. 2,000 
in cash on the date of maturity and accepted a fresh bill for 
the amount due from him. Mr. Kishan Chand gave the second 
bill to Mr. Khem Chand one of his creditors. 


Questions for Revision 

21 . Deepak draws a bill for Rs. 2,000 on Gopal on 15th September 
1979, for three months. On maturity Gopal failed to honour 
the bill. Pass the necessary journal entries in the books of 
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22 


23 


24 


25. 


26. 


D=ep.k (0 if he had 'e.»i“J;,'K 

S '(/« if he Sd°<i?seou»ted the bill with bis bank at 5 /. per 
annum on 15th September, 1979. 

Record the following for three months.. 

(/; Ram’s acceptance for Rs. 2U.uiu rencwcu iw 

plus interest at 5% per annum. r^tiirii/*H 

07) Shyam’s acceptance for Rs. 4 500, due this day, returued 

dishonoured Certificate Exam. 1978 (C)] 

after two months. The same is accepted by T. On 4th April 
1979 endorsed the Bill to Z who presented it 

ment on the due date, but it was dishonoured. Z paid Rs. 20 

as noting Charges. c v v t 

Pass necessary Journal entries in the books of AT. ^nd 

On 1st January 1980 Sohan sold goods worth Rs. 5.000 to 

Mohan On "the same date. Sohan drew on Mohan ^.ll 

for Rs. 5,000 payable three months after date. The ^11 waa 
duly accepted by Mohan and returned to Sohan. On ^h 

February,'^1980 Sohan got the bill discounted at 9 /i 

the due date the bill was dishonoured and the bank had to 
pay Rs. 20 as Noting Charges. 

Journalise the above transactions 
parties. 


in the books of both the 


y of the value of Rs. 500 
months for the amount. 


On 1st August 1979 X sold goods to 

and drew upon him a bill at three — -- 

Y accepted the draft and returned it to X. On due date, Y 
expressed his inability to meet the bill and offered to pay 
Rs 300 in cash and to accept a new bill for the balance plus 

interest at 6^ per annum for three months. AT agreed to the 

proposal. On maturity, the bill was duly met by Y. 

Pass Journal entries in the books of X and Y. 

On 1st March, B buys goods from C valued Rs. 9,000. Insted 
of paying Cash, he agrees to give C a bill of exchange at four 
months, the amount of the bill to include interest 6% p.a. 
On the due date B is able to pay only Rs. 7,390 in Cash, and 
he arranges with C for the retirement of the bill in considera- 
tion of this payment and a substituted bill at four months for 
the balance plus interest at 6% per annum. Pass Journal 
entries in the books of B (Ignore paise.) 


27, On Ist July 1979, M owes to S Rs. 1,200 and accepts three bills 
of Rs. 400 each due respectively in one, two andibur months. 
The first bill is retained by S and is duly met. The second 
bill was discounted (charges being Rs. 4) and is met in due 
course. Th; third is also discounted (charges being Rs. 4) and 
is dishonoured. The Notarial charges being Rs. 10 
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New arrangements are duly made where by M pays Cash 
Rs. 100 and accepts a bill due in the two months for the balance 
of the amount with interest at 6% p a. The bill is retained. On 
the due date, the same is dishonoured. Notarial charges being 
Rs. 7. y shortly is made insolvent and 25% in a rupee was 
received from his estate. 

Pass entries in the book of iS. 

28. Ajay the Receptor of Rs 6,000 trade bill maturing on the 31st 
March 1979 requests Vijay, the holder, to renew the bill for 
3 months. Vijay, however, partially agrees thereto on an 
immediate payment of Rs 2,000 plus interest at 15% p.a. in 
Cash. Ajay acts accordingly and accepts the renewed bill for 
the residue on 31st March. 

On June 1, 1979, Ajay is adjudicated insolvent and the drawer 
finally recovers on July 1, 1979 a dividend of 40 paise in the 
rupee from the insolvents estate. 

Journalise in the books of both the parties. 

29. Lai Chand who was a debtor of Sita Ram. accepted* two bills 
for equal amount to, clear his debt of Rs. 4,500. The first bill 
was for two months and the other for three months. Sita Ram 
endorsed the first bill to Matadin in order to settle his account 
with him. The second bill was discounted at the Bank for 
Rs. 2,200. The first bill was honoured on the due date but the 
second could not be paid on the due date. The Bank paid Rs. 
30 as Noting Charges for it. Sita Ram paid the amount of the 
bill to the Bank. Lai Chand agreed to pay interest @ 6% per 
annum. He accepted a new bill for the amount and duration of 
the second bill. He paid Noting Charges and interest in cash. 
Journalise the transactions in the books of Sita Ram, Lai Chand 
and Matadin. 

30. Q drew a bill of exchange on P for Rs. 4,000 on 1st May, 1979, 
for 3 months. P returned the bill to Q after accepting it, Q 
discounted the bill at his bank for Rs. 3,9''0. Just before the 
due date P approached Q for renewal of the bill. Q agreed on 

jconditon that Rs. 1,000 plus interest on the balance at 6% per 
annum for 3 months be paid in cash immediately and new 
bill for 3 months be drawn for the remaining balance. These 
conditions were carried through. On 7th November, 1979, P 
became insolvent and h*s estate paid 40 paise in a rupee in full 
settlement. 

Give the Journal entries in the books of P and Q. 

31. On 1st January. 1980 A owes B Rs 6,000 for which B receives 
two acceptances from A, one for Rs. 2,000 payable in two 
months the other for Rs. 4,000 payable in four months, in each 
case from 1st January..^ duly discounts both these acceptances 
with his Bankers on 3rd January at 6% per annum. Before the 
1st bill became due. A requested B to assist him in taking up by 
providing him with Rs. 1.000 cash and drawing a third bill on 
A for that amount at three months from the due dat6 of the 1st 
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bill plus interest at 6% ’ ■fhe®btu*w?th his^bankers 

2.500 B however, is not m a po rs 1 j 10 and Rs. 

f ,420 at two rnonths and three bills and 

°d“o? !ro1torenr8oI'rfi^Tt'’and'3 of 50 

“prfn°tLrt?e^t received from^^^^^ Pass Journal 

Entries and ^bree bills of exchange in 

32. On 1st January 1977 ^ month 

full settlement of claims. ^ ^ 3 . 

i^oTth^tel mont^^ were duly accepted by K 

The first bill was endorsed by to ^is cred. or Z on 3rd 
January 1977 ; the second was discounted on 15th January 
for Rs^ 1 590 and the third bill was sent to bank for collection 
on Sh FebruarV All the bills were duly met on maturity 

except the second bill which was dishonoured, Noting Charges 
ex^pt vchareed Y Rs. 30 for interest and drew on him 

alpourth bill for two months for the amount due. The fourth 

bill was duly met on maturity. 

Pass Journal entries in one books of X and r. 

33 On 1st January 1978 A drew upon B for goods sold a bill at 
^ ’ three months for Rs. 1.000. A discounted the bill ivith his 
bankers, who charged Rs. 15 for discount. On dtie date the 
bill was dishonoured and the bank paid Rs. 10 ^ Noting 
Charges. On 10th April B accepted a new bill for Rs. 1,025 
payable after three months. On 1st July, before the bill matur- 
ed B was declared insolvent and a first and final dividend of 
25 'P. in the rupee was received from his private estate on 31st 

July.’ 1978. 

Make the Journal entries in /4’s Books and show how B s 

account will appear in ^’s Ledger. . , , 

[Delhi Senior School Certificate Exam, 1979 (C^J 

Accommodation Bills 

34. On 18th July, 19...Amar Nath for the mutual and temporary 
accommodation of himself and Banarsi Dass draws upon the 
latter a bill of exchange at three months for Rs. 2,000. Amar 
Nath immediately discounts the bill at the Bank at 6% per 
annum and hands half the proceeds to Banarsi Dass. On matu- 
rity, Amar Nath pays Rs. 1,000 to Banarsi Dass who finds 
the remaining Rs. 1,000 himself, and the bill is duly met. 

Make entries in the books of both the partiesi^ 


13. 
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35. For the mutual accommodation of F and g, P draws a bill oa 
Q for Rs. 1,500. g accepts the bill and returns to F. F dis- 
counts the same with his bankers and receives Rs 1,464. Pro- ^ 

ceeds are shared between P and g in proportion of two thirds- 
and one third respectively. On the due date P remits his pro- 
portion /to g who fails to meet the bill, and as a result P has- 
to meet it. g then gives a fresh acceptance for the amount 

due to F, plus interest Rs. 10, meets his second acceptance on 
due date. ^ 

Pass the necessary Journal entries in the books of P only. 

* 

36. On 1 St January, P Sood draws a bill on B. Khosla at four . 
months for Rs. 10,000 and B. Khosla draw's on P. Sood for a ^ 
similar amount in return. Both bills are accepted and discoun- 
ted respectively at 5 per cent. At maturity Sood meets his own 
acceptance, but Khosla’s acceptance is dishonoured with the 
result that Sood, the drawer is called upon to take it up ^ 
Bank charges and expenses on the dishonoured bill afe of Rs. 10- 
Khosla then accepts a new bill at 3 months for the" amount due 
by him plus interest at 5% per annum, which is duly met at 
maturity. Show entries in the books of both the parties. 

37. A for the mutual and temporary accommodation of himself and 
F, draws upon B a Bill of Exchange at three months for Rs. 
6u0 dated 1st January, 1980 A discounts this bill immediately 
at his bankers, the rate of discounts being 5% per annum and 
hands half the proceeds. B for a similar purpose and at the 
same time, draws a bill at three months on A for Rs. 300. This , 
he discount at his bankers at 5% per annum and hands half the 
proceeds to F becomes bankrupt on 31st March. 198i»and 

a first and final dividend of 25 P. in the rupee is paid from his 
estate on 30th June, 1980. A met both the bills. 


Pass necessary Journal entries in the books of A and F. Cal- 
culate discount in months and make proportion between A and 



{Delhi Board} 


38 X for the mutual and temporary accommodation of himself c 

and y, draws upon the latter a Bill of Exchange at 3 months 
for Rs. 1.800 dated 1st January 1979. X discounts the bill 
immediately at his bank, the rate of discount being and 
hands half the proceeds to Y. Y for a similar purpose and the 
same time draws a bill at three months on X for Rs. 9^0. This 
he discounts at his bank at 6% and hands half the proceeds to 
X. Y becomes insolvent on 31st March, .1979, and a first and 
final divided of 25 P. rn the rupee was paid out of his estate on 
June 30. 1979. 
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39. 


40. 


41 


42 


St^’rn/ Mi^a ‘Sraft" for ^Rs“"feoC?at IJre^momhs: 

dSunLd at 6% and remitted one third of the 
Mitra got _ . Mitra was not able to send 

became insolvent. His estate paid 40 Give Journal entries 

in the books of both the parties and give Mitra s Account m 
the books of Bose. 

rin KtMav .4 drew and B accepted a bill at three months 
fnr Rs 1 Oob On 4th May, A discounted the bill at his bank 

forfper’Tnt per annuJ’and remitted half of proceeds by 
cheaueto5 On 1st June, B drew and ^ accepted ■« bill ot 
thre^e months for Rs. 600. On 4th June, 5 discounted the 
till with his bank at 6% per annum and remitted half the pro- 
Seds to .4 and 5 agreed to share the discount equally. At 
maturity A met his acceptance but B failed to meet his accept- 
ance and A therefore had to pay it. A then drew and B 
accepted a new bill at three months for the amount due plus 
Rs 15 for interest. On 1st November, B became insolvent and 
paid to his creditors only 50 paise in the rupee. Pass Journal 
entries to record these transactions in the books of 

Latika for mutual accommodation draws a bill for Rs. 3,000 
on Sunita, Latika discounted the bill for Rs. 2,925 and remits 
Rs. 975 to Sunita. On due date, Latika is unable to remit 
her dues to Sunita to enable her to meet the bill. She, however, 
accepts a bill for Rs. 3,750 which Sunita discounts for Rs. 
3 525. Sunita sends Rs. 175 to Latika. Latika becomes in- 
solvent and a dividend of 80 paise in the rupee is received 
from her estate. 

Pass Journal entries and show the account of Sunita in the 
books of Latika. 

For mutual accommodation of themselves Patel and Murty 
draw bills on each other. On January 2, 19... Patel draws a 
bill on Murty for Rs. 1,000 payable three months and on 3rd 
January, 19-. -Murty draws a bill on Patel for Rs. 500 payable 
three months to arranged, both the bills are immediately 
discounted (§i 5% per annum and the proceeds are shared 
equally. On maturity of the first bill, Murty becomes insolvent 
and is unable to honour the bill. A dividend of 50% how- 
ever, is realised from his estate on June 30, 19... 

Patel received from Murty’s estate Rs. 375. 

Pass necessary journal entries in the books of Patel and 
Murty. 

E. B. K. 27. (XI) 
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43 


44 


On 1st October, 1979, X draws a bill on Y for Rs. 500 and Y 
draws a bill on X for a similar amount, both the bills being 

for ^ terni pf thfee month^. Both bills were discounted at thp 

the due date Y met his bill. A', however 
potified X of h^ inability to meet the bill and 7', therefore had 
to take It ^ paic| Y Rs. 200 on 3rd Jan., 1980 and accep- 
' i^c drawn on him by Y at two months date for 

v,_,V ' ^^ciudmg interest. The acceptance having been met 

y A on due date. Pass Journal entries in the books of both 

the parties. 

Lnd H accommodation of him- 

discounted^ 

remitted to^i^ >2/^ per annum and 50% of proceeds were 


On 3rd Jannuary 1977 drew on A for Rs. 1 6.000 payable 
at three months date. The bill was discountecj with Bank of 
India at 10 and 50 // of the proceeds were remitted to yl B 

became insolvent on 28th February. 1977 and only 40% could 
be recovered from his estate. Write the Journal entries and 
prepare B s account in the ledger of A. 

45 . draws a bill for Rs. 3,000 and Y accepts the same for the 

^^^"^"’odation of both of them to the extent of X 2/3 

discounts the same for Rs. 2,820 and remits 

the due date, y draws 
another bill for Rs. 4,200 on X in order to provide funds to 

meet the first bill. The second bill is discounted for Rs. 4,080 
with the help of which the first bill is met and Rs. 720 are re- 
mitted to X. Before the due date of the second bill X. becomes 

bankrupt and Y receives a dividend of 50 P. in the rupee in full 
satisfaction. 


Pass the necessary Journal entries in the books of JT and 7 
respectively. 

46. On 1st October, 1977 Rdm drew a bill on Shyam for Rs. 1,000 
and Shyam drew a bill on Ram for similar amount, both the 
bills being for a term of three months. Both the bills were 
discounted by the respective parties at 6%. On the due date. 
Shyam met the bill Ram however, notified Shyam of his 
inability to meet the bill. Ram paid Rs. 400 on 3rd January, 
1978 and accepted another bill drawn on him by Shyam at 
two month’s date for Rs. 610 including interest which bill was 
met by Ram on the due date. Pass Journal entries in the 
books of Ram. 


accounts of NON-TRAPING 
institutions 


Receipts and Payments A«;wP*. E^ttfepdit-re Acconnt 

Md Balance Sheet > . / ^ 

icjlimcio?* «*“ V'SSng pSstMm this^ 

ttose thM work «'* ,pos J Examllef of Stst (ypc are 

that work With ^ to-f lav«^ers engiqcers etc. Example 

ofSseJonTtype are enSnainment societies clubs, educational 

iistitJtions, .charitable dispensaries, orphanages etc. ^ 

AU the professional ^^aritable^ institutions ^ha^e a.o to 

prepare regular and p P j principles of book-keeping and 
safeguard g^nstitutfons in the same way as they apply 

accountancy apply to these I _ mentioned that there is 

restec^tfvery ^?non-trato Generally following ^“otints 

S pSS?A^oS? M^^ncome ^ 

<i70 Balance Sheet, 

igeceipts and Payments APCPP^ 

According to William Pickles “Receipts and Pa^rats Account 
is nothing more than a SBrnmary of the Cash Btjiok (Cash and B^k 
ttanshet^ns) over a certain period, analysed or classified under 

preparing tL results of the year’s worlung . -The mam difference 
Seen the Cash Book and Receipts and Payments Account is that 
in a Cash Book all Ca^ transactions are recorded date-wise in 
detail All payments made in a year, e.g., wages, salaries, water, 
electricity etc. whether rdated to the last year or currenyear or 
next year, are recorded in this account after proi«r classification. 
FoUowing points are worthrmentioning -with regard to this 

account. 
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(0 This account is a summary of all cash and bank trans- 

anions. All the receipts and payments are recorded in 

this account, whether they relate to this year, last' year or 

next year, whether they are capital expenditure or revenue 
expenditure. 

(ii) This is a Real Account. Therefore all the rules of Real 

preparing the same. 

^ ^ opening balance of Cash or 


(iv) All the cash receipts, whether capital receipts or revenue 
receipts, are entered on the debit, side of this account 

(V) All cash payments, whether capital or revenue are 

on the credit side of this account are entered 


(vi) In this account there 
revenue items, so it is 
' Sheet. 


is a record of all the capital and 
not accompanied by a Balance 


(vi7) This account does not include 
incomes earned but not received. 


outstanding expenses and 


Inco] 


e and Expenditure Account 


This account is prepared more or less in the same manner in 
which the Profit and Loss Account is prepared. It includes the 
details of the income and expenditure of the current year only 
Therefore, non-trading institutions prepare this account to know the 
excess of income over expenditure or excess of expenditure over 
income. 


Important points regarding Income and Expenditure Account 


(i) There are no opening and closing balances in this account. 

(i7) There are no capital receipts and capital expenses in this 
account. 

(/77) Assets are not recorded in this account because it is supple- 
mented by a Balance Sheet. 

(/v) This account is prepared according to the same principles 
as the profit and Loss Account and therefore revenue 
expenses of the current year are shown on the debit side 
of this account and revenue receipts are shown on the 
credit side of this account. 

(v) It is necessary to provide for depreciation any Reserve for 
Bad and Doubtful Debts in this account. 

(vi) If for the current year any expense remains unpaid, it must 
be brought into account. Similarly, if some income that 
has been earned and not yet been actually received ,it 
should be brought into books. 
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Expenditure Account 


Receipts and Payments Account 


(1) Form This is a short form of the 
Cash Book. 

t2\ Cash or Bank Balance — It begins 

^ with the opening balance of cash 

or bank. 

(3) Cash expenditure— All 

expenses that have been paid in the 
current year, whether related to the 
current year or last year , are shown 
in this account. 

(4) Capital income and expenses— 
Capital expenses and income paid 
or received in cash are shown in 
this account. 

<5) Adjustments— There is rio need of 
any adjustment entries in it. 

(6) Unearned income — ^When unearned 
income is received, it is recorded 
in this account. 

'<7) Balance Sheet -It is not supplemen- 
ted by any Balance Sheet. 

(8) Credit transactions— Credit pur- 
chases and credit sales are not 
recorded in this account. 

(9) Sides— Left hand side of this account 
shows receipts and right hand side 
shows the payment. 

(10) Closing Balance— Closing balance 
of this account shows closing cash 
or bank balance. 


Income and Expenditure Account 

(1) It is prepared in place of profit and 
Loss account. 

(2) All revenue expenses (“s}' 
credit) of the current year are shown 

in this account. 

(3) All revenue expenses, whether 

^ or credit, of the current year are 

shown in this account. 


(4) Capital income and expenditure are 
not shown in this account. 


(5) It is necessary to make adjustments 
in this account. 

(6) Unearned income is not shown in 
this account. 

% 

(7) It is supplemented by a Balance 
Sheet. 

(8) Credit purchases and credit sales 
are recorded in this account. 


(9) Left hand side of this account shows 
expenses and right hand side shows 
income. 

(10) Closing balance of this account 
shows excess of income over ex» 
penditureor excess of expenditure 
over income. 


Balance Sheet 

Income and Expenditure Account shows the income and 
expenditure only. Therefore, the non-trading concerns, in order to 
know their financial position, prepare the Balance Sheet also along 
with the Income and Expenditure Account. Any Excess of Assets 
over Liabilities in a non-trading concern is called Capital Fund or 
Accummulated Fund. Thus Capital Fund in non-trading concern 
o ccupies the same position which the Capital Account in the trading 
c oncerns occupies. Thus Capital Fund includes the excess of Assets 
over Liabilities and all those receipts that have been capitalised. 
Capital Fund is shown on the liabilities side of the Balance Sheet. 



PecDliar items of non-tradiog conceras 

(1) Entrance Fee - Entrance fee is shown on debU si^Ie of 

Receipts and Payments Account Accountants differ on the vifew 

whether entrance fee is a capital receipt or a revenue receipt. Some 

i^eve that a member pays the entrance fee only once in life, so it 

shouki W tr^ted as capital receipt. Others believe that every year 

n^sj^bers join and pay entrance fee. So it is a regular income 

and should be treated as revenue receipt. In the examination,. 

questions should be solved according to the instruction given in the 
question. ® 

r Subscriptfoii - Subscription is the main source of income 
o the non trading concerns The subscription received for a 
P^^ticular year is shown in the income and expenditure account 
or that year. However, the total subscription received during a 
particular year may not necessarily be for that year. Some part of. 
It may belong to the previous year or the year to come. As such 

we have to calculate the amount for the current year for accountincr 
purposes. * 

Toial Subscriptions received (previous, current and future period) _ 

Add (/) Subscription Outstanding at the end of current year 

(If) Subscription received in advance 

at the beginning of the current year 


Less (0 Subscription Outstanding at the beginning of the 
previous, year 


(/i) Subscription received in advance 
at the end of the current year 
(For Future year) 



IttustratioD 19<1 


Subscriptions received during the year ended on 31-12-1979 
are as follows : 



Rs. 

1978 

240 

1979 

12i660 

1980 

480 


13,380 


There are 900 members, each paying an annual subscription of 
Rs. 15, Rs. 270 were in arrears for 1978 at the beginning of 1979. 

Solution 


Subscriptions received during 1979 


Rs. . 
13.380 
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Less 


Subsciiption outstanding on 1-1-79 

intion received in advance for 1980 


Less Subscription 


(+)_ _8TO 

14.250 

13,980 
(_ ) 480 

13,500 


members, VIZ. 90 OX 15 = Rs. 13,500^ . . „ • ,3 

(3) Donation-Donation should be m the Rece^p^s a 

Payments Ale or Income and R*P""diture A/c it depends upo 

nature of donation. Donation can be of two types ^ p 

U) General Donation This is shown m Rw«pts 
ments A/c. When this j?. e income and Expenditure 

receipt and is shown on the debit side of Inc^ P 

is big and which amount is small, depends on the nature 

institution. Donation Specific donations are given for a 

specific iurposf e.g. donation for building construction, for 8 

a*hospital, for liabrary etc. Specific donations are treated s capi 

receipts and are shown on the Assets side of ® f an^ount 

from legadfs also. It should be shown on the receipts side of the 

Receipts^and Payments A/c. Ro* it should not be treated as m me^ 

However, if the amount is too small it can be treated as income 

shown in the Income and Expenditure A/c. . 

(51 Sale of an Old Asset When some old asset is sold, it is 

shown in the Receipts and Payment A/c. But from there it is n 

transferred to Income and Expenditure A/c because ^ 

receipt. But the profit or loss from the sale of sudi an asset "‘^st ~ 

shown in the Income and Expenditure A/c. For example, ad is 

pensary has got a furniture for Rs. 300. Out of 

furniture cost of which is Rs. 100, is sold for Rs. 80 there is a 

Rs. 20. It will go to Income and Expenditure A/c In the Rylance 

Sheet the furniture will be shown at Rs. 300 — Rs. 100 = Rs. 20U. 

Unstration 19-2 ' ^ 

On 1st July 1978 the book value of Furniture was Rs. 24,^, 

On 1st January 1979 half of the furniture was sold for Rs. 8 .UUU. 

Depreciation is being charged @ 10% per annum. How me *®ss on 
sale and depreciation will be shown in the Income and Expenditure 
Account and how Furniture Account will appear in the Balance 
Sheet on 30th June 1979. 
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•Solatioii 


income and EXPENDITURB A/c 

For the year ending 30th Jure 1979 

Expenditure ^ide 

loss on Furuiture 
<Book value 
on 1-7-78) 12,000 

- Dep. for 

^ months 600 


BALANCE SHEET 
As on 30 June 1979 


— Amount of 
Sale 


11,400 

8,000 


To Depreciation 
<on Rs. 12,000 

for 6 monliis) 600 

<or. Rs. 12.000 

for 1 year) 1.200 || 


3,400 


1,800 


Asset side 

Furniture 12,000 
— Depreciation 1 ,200 


10,800 


"*** sports material— Such sales are frequent in 
dhure Accounr^""'' and Expen- 

(7) Sale of old newspaper.— It is also a regular feature and 
shown in the Income and Expenditure Account. 

(8) Life membership fees— This fee is recovered frnm 

organisation who do not pay the ^nnua^ 
fees. This amount is shown in Receipt and Payment Account 
This IS treated as Capital Revenue and is, therefore! not shown in 
the Income and Expenditure account. This is shown as an addition 
o the Capital Fund in the Liabilities side in the Balance Sheet, 

(9) Special purpose fund— When any fund is raised for some 

special purpose like ‘Charity Fund’ or 'Prize Fund’ the receipts“n 

connection with these funds as also the expenditure on ^hese 
accounts are not shown in the Income and Expenditure account of 
the organisation. The balance, after adding all the receipts and 

deducting all the expenditure for these heads from it, is shown as 

assets in the Balance Sheet. as 

Conversion of Receipts and Payments Account into income and 
Expenditure Account 

Followmg points should be kept in mind while converting a 
Account Payments Account into an Income and Expenditure 

(1) Fipt of all we should leave out the opening and closing 
balances of the Receipts and Payments Account. 

4 

( 2 ) Capital receipts and payments should also be left out. 
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(3) 


(4) 


(5) 


Proper adjustment tS^thcy mlt nit 

U^es of the last year ^nd ne* ^ 

affect the Income and Expenoixu 

nf the last year and next year should be 
deducted from the total income. 

(iO Expenses of the last year and next year shou 
' ^ deducted from total expenses. 

Total expenses of the Vso°“be addS°To the 

outstanding expenses should also 

expenses paid 

Income due but not received should be added to 
income of the current year. 


tc onri Reserve for Bad and Doubtful 
(6) Depreciation on assets and 

Debts should be provided. Hiture 

Calculation of Actual account. Since 

•for the year is shown in the nertains to the current 

only such expenses are I’® 'Sich pertain to previous year 

o^to the coming year, have to be made. 

'Illustration 19-3 * Vie debited to Income 

What would be the amount of ten o following 

and Expenditure Account for the year u 

circumstances — Rs. 

1,200 


Jan. 

Dec. 


1, 1979 Rent Outstanding ^ 

3,,„7, .h. yea, n’.OOO 


Solution 

Amount of rent actually paid 
Less : Paid for previous year 


Less : Prepaid for 1 980 


Rs. 
1 3,000 
1,200 

1 1 ,800 
1,600 


Amount of rent to be debited to Income and 

Expenditure Account ^ ^ . 


Illustration 19-4 

Calculate what amount will be posud 
diture Account for the year ending 31st December, 


Expen- 



R s.. 

Stock of stationery on 1st January, 1978 300 

Creditors for stationery on 1st January 1978 200 

Advance paid for stationery carried forward 

from 1977 20 

Total amount paid for stationery during the 

year 1978 1.080- 

Stock of stationery on 31st Dec., 1978 50* 

Creditors for stationery on 3 1st Dec., 1978 130 

Advance paid for stationery on 31st Dec. 1978 30 


Solution. 


Stock of stationery on 1st Jan. 1978 

Add stationery received during the 
year 1978, Payments made 

Add payments made last year 

stationery received this year 

Add creditors at the end of the year 
for credit purchases 


Less creditors for stationery on 

1st Jan. 1978 (payments for 
last year) 

Less Advance payment for next year 

Less Stock of stationery at the end of 
the year 

Stationery actually used during the year 


Rs, 

300 

1,080 

20 

130 (+) 1.230 

1 ,530 


200 

30 

50 (-) 280 


1,250^ 


To Balance b/d 
Subscriptions 
,, Donations 
„ Entrance Fee 
„ Life Membership Fee 
Income from Lecturers 
„ Sale of old Funiture 
„ Sale of old Newspapers 
Rent 

Interest on Investment 


t* 




i f 


tECElPTS & PAYMENTS ACCOUNT 
For the year ending. 


Rs. 

By Repairs 


,, Purchase of Books 

„ Printing & Stationery 
„ Salaries 

„ Purchase of Furniture 
„ Sundry Expenses 
„ Rent R Taxes 
,, Insurance 
„ Balance c/d 


* 


Rs 



iME AND expenditure ACCOUNT 

for the year ending . 



To All Revenue Expenses 

paid during the year 

Expenses paid for the last 

— fc^nscs paid for future 
+ Current year’s outstand- 

Ids 

To Excess of 

Expenditure (Profi) 


By All Revenue Income 
received during the year 
- Income received for the 

— Inwme received for the 
future 

+ Income due, but not re- 
ceived 

My Excess of Expenditure 
over Income (Loss) 


lliitetnitioD 1^-5 

meats 

fist December, 1979. 

nn 1 1 79 Rs 439 : Subscriptions Rs. 3,760 ; Donations 
Cash on 1-1-79 Ks. , ou f ^lub hall Rs. 

Rs. 800 : Entrance ftes Rs. Salaries and Wages Rs. 

Payments Rs. 90 ; Insurance Premium paid Rs. 31. 


Solution 


Vihak* Club, Delhi 

War the year ending 31st Dee. 1979 



Amount 


To Balance b/d 
To Subscriptions 
To Donations 
To Entrance Fees 
To Rent realised from 
Club Hall 

To Interest received on 
Investments 


By Electric Charges 
By Taxes 

By Salaries and Wages 
By Honorarium to Secretary 
By Printing and Stationery 
By Petty Cash Payments 
By Insurance Premium paid 
By Closing Cash balance c/d 


6.249 


344 

49 

2,150 

250 

35 

90 

31 

3,300 


6,249 



ustration 19-6 

The following is the summary of cash transactions the M/s 
terary and Debating Club for the year ended 31st December. 

79 : 
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Balance from last year 
-Entrance Fees 
Subscriptions 
Donations 

Life Membership Fee 
Interest 

Profit on Entertainment 


Rs. 

319 

255 

1,600 

165 

250 

14 

42 


2,645 


Rent and Rates 

Rs. 

168 

Wages 

245 

Lighting Charges 

72 

Lecturer’s Fees 

435 

Books 

213 

Office Expenses 

450 

Placed on 3 per cent fixed 

deposit, 1st July, 1979 

800 

Cash at Bank 

242 

Cash in hand 

20 


2.645 


Rs w;S"r;'''8?o“'’ ST”"* “I""' 

*' S'*'?"”* 'h' ys*' amouottdlTlS. 3?and anhl 

at the beginning of the year and at the end of t^ year. 

and Hxpenditure y\ccoi)nt tK^ c 
yjarendedSIstDacamber. 19?!l, .»d fts bX” S ,h.f dSS 
w„.,„g R,. 50 and Rs. 113 off Fn,„i.n„ .7dtooJs“pSt 

Solution 

M/s Literary and Debating Club 
INCOME & EXPENDITURF ACCOUNT 

For the yeo’' ending 3Jst Dec. 1979 


Expenditure 


To Rent and Rates 
Wages 

„ Lighting charges 
Lecturer’s Fees 
„ Office Expenses 
„ Depreciation : 
Furniture 
Books 

„ Excess of Income 
over Expenditure 


Rs. 


Income 


50 

113 


168 

245 

72 

435 

450 


163 


565 



By Entrance Fees 
Subscription 

Less : for last year 


1,600 


, 1.565 

Add : Outstanding 45 

By Donations 
„ Interest 14 

Add ; Interest 
Accrued on Fixed 
Deposits 


Rs. 


255 


1,610 

165 


By Profit on Entertainment 


2,098 


2,098 
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balance SHEBT 

As on 3/si December, 1979 


Liabilities 

Rs. 

Rent outstanding 

Capital on 1-1-79 

Add : Surplus of the 
year 

60 

3.709 

Life Membership Fees 

250 


Cash in hand 
Cash at Bank 
Fixed Deports 
Interest Outstanding 
Subscriptions Outstanding 
Books in the beginning 


Additions during the 
year 

Less : Depreciation 
Furniture 

Less : Depreciation 


2,000 


213 

2.213 

113 


Rs. 


2,100 


800 


4,019 


4.019 


Working Notes - 1. Life Membership fees has been capitalised. 

2 The Capital at Commencement is calcutated as follows 

Books 
Furniture 
Cash Balance 

^ Subscriptions Outstanding 


Less : Rent Outstanding 
Capital 


• •• 


2,000 
850 
319 
35 


3,204 

60 


3.144 


IHnstratioa 19-7 

The following Receipts and Payments Account has been pre 
pared from the Cash Book of the Saraswati Club, Allahabad. 


I 


Balance on 1-1-76 
Members Entrance fee 
Subscriptions of Playins 
Members 

1975 

1976 

•Subscriptions of 

Honorary ^members 

1975 

197^ 

19^7 


Rs. 

255 

2Tl 


430 


63 

600 


260 

4,725 

120 


Public matches 1 120 

Interest on Fixed deposit *141 


Rent and Rates 
Printittg and Advertising 
Ppstajge and Stationery 
Wages and umpire’s fees 


Rs. 

1,680 

800 

278 

1,200 


Player’s travelling Expenses 500 
Repairs to Pavillion 209 

Extension of Pavillion 1,956 

Wicket Matting 221 

Bats, Balls etc. 455 

Balance on 31-12-76 216 


7.515 


7,515 


closcdl5c1l£SnfIrSSf’; 

month has been paid only upto 30th 
Rates, have been paid in advance to the extent 

ani^f'Kiii ft, Owing fof Wages and umpire’s fees, 

and a bill for Rs 55 for Bats, Balls etc. is still outstanding. Playing 

member s subsCTiptions are Rs. 40 in arrear for the year and the 

amount still owing by Honorary Members is Rs. 425. 

. . , Income and Expenditure Account for the year 

ended 31st December. 1976. 

Solution 

INCOJffi AND EXPENDITURE ACCOUNT 
For the year ended 3Jst Dee. 7976 


pycodimre 

To Rent & Rates 1,680 

Add : outstanding 

Rent 300 

1,980 

ijess : pTDpatd Rates 120 

T0i^tiag.and 
^veitiaiog 
„ PosOCge and 
Stationary 

•• Wages and Umpire's 

fees U200 

Add : outstandiifg ^^9 


. .Amount 


Income 

By Entrace Fee 
Subscription of 
Pisying Members 
Add Arrear 


Amount 

23i 


600 

40 


1,860 

800 

278 


Honorary Members 4,725 
AM : outiuiAihig 425 

By Public Maxhes 
By Interest on Fixed 
Deposits 


640 


5,150 

1,120 

141 


Players* Travelling 
Exp. 

Repairs to Pavillion 
Wicket Matting 


1.380 


500 

209 

221 


„ Bats etc. 

Add : Unpaid Bill 

Exceuoflncon 

Expenditure 


455 

55 


510 

ever 

1,524 

Tiw 


7482 


4J1 


rfc,iowi« 

S»m“3 ““ “ ° ' 

December, 1976. 

a M A ^ 


Outstanding Creditors 

Capital 

of InOomc over 
Expenditure 


balance sheet 

As on 31st December, 197^ 


850 

31.150 


Cash at Bank 
Covemment Securities 
Accrued Interert 
Outstanding Subscription 
LWary Books , 
pqrniture & Fittings 


Rs. 

6.000 

20.000 

250 

800 

2,000 

2,950 


32,000 


32.000 


; the vear 1976 were : Received from subs- 

The transactions fo th^y ^ entertainments and 

criptions Rs. 5,000 . Interest on securities Rs. 950; 

EntranL^fee^received Rs. 1.000 ; Sale proceeds of old chairs Rs. 150. 
D -.I RPtit Rs 1 200; for printing Rs. 300 ; for advertising 

R,. 4oWrpS“'<H*»4^U ‘ ^ 

Government securities Rs. 5,uw. 

Paid for outstanding creditors Rs. 850 ; for Furniture Rs. 800; 
for Library Books Rs. 600 ; Cost of entertainments Rs. 1,500. 

On 31st December 1976 the following liabilities were outstand- 
ing ; for Printing Rs. 1 50 and for Rent Rs. 200. 

There were also outstanding on account of Interest on Securi- 
ties Rs. 300 and subscriptions Rs. 650. 

Solation receipts AND PAYMENTS AtXOUNT 

For the year ending 3Ist December, 1976 


Receipts 


To Balance on 1-1-1976 
To Subscriptions 
To Entertainment and 
lecturer 

To Interest on Securities 
To Entrance fees 
To Sale proceeds of old 
chairs 


Rs. 


Payments 


Rs. 
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INCOME Sc EXPENDITURE ACCOUNT 
Ft^r the year endirg 3 1st December 1976 


Expenditure 


Rs. 


Income 


To Rent 


1,200 


Add : Outstanding 200 


To Printing 
Add ; Outstanding 


300 

150 


To Advt. 

To Petty Payments 
To Cost of Entertainment 
To Surplus — Excess of 
Income over Exp. 


1,400 


450 

400 

no 

1,500 

3.990 


By Subscription 5,000 

Less : Last year's 

Outstanding 800 

4,200 

Add : Current year’s 
outstanding 650 

By Proceeds from enter- 
tainnent and lectures 

„ Interest on Securities 

950 

Less : Last year's 

Outstanding 250 

700 

Add : Current year’s 
Outstanding 300 


7,850 


BALANCE SHEET 
A% on 3lst December 1976 


4,850 


2,000 


1,000 


7,850 


Capital Fund 31.150 
Add: Entrance fees 1,000 


Add : Surplus 


32,150 

3,990 


Outstanding Expenses 
Rent 200 

Printing 150 

350 


36,140 


36,49 


Cash ht Bank 
Govt. Securities 20 000 
Add : Purchased during 
the year 5.000 

Furniture 2.950 

Less : sold during the 
year 150 

2,800 

Add Purchased durirg 
the year SqO 

Librarv Books 2,000 

Add : Purchased during 
the year 600 


Outstaading Receipts 
Interest on Securities 300 
Subscriptions 650 


4,340 


25,000 


3,600 


2.600 


950 


36.490 


Working Notes — 1 . Entrance fees, being a subauntial amount has 
been capitahsed. 

Illustration 19-9 

The following particulars relate to a sports club : - 
Income and Expenditure Account for the year ended 
December 3 1 , 1974 : 
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To Salaries 
To Printing and 
Stationery 
To Advertising 
To Audit Fees 
To Fire Insurance 
To Depreciation on 
sports equipment 

To Excess of Income 
over Expenditure 


Rs. 

1,500 

2,200 

1,600 

100 

1,000 


By Entrance Fees 
By Subscriptions 
By Rent 


9,000 


14,300 


29,700 


Rs. 

10,100 

15,600 

4,000 


29,700 


31, 1974 ^re as follows : 

Rs. 

To Balance b/d 

4,200 

To Entrance Fees 

10,100 

To Subscriptions : 

1973 

600 

1974 

15,000 

1975 

400 

To Rent Received 

3,500 


33,800 


By Salaries 

By Ptg. and Stationery 
By Advertising 
By Fire Insurance 
By Investments 
By Balance c/d 


Rs. 

1,000 

2.600 

1.600 

1,200 

20,000 

7,400 


33,800 


The assets on 1st January, 1974 included club Grounds and 
Pavillion Rs. 44,000, Sports equipment Rs. 25.000 and futniture 
and fixtures Rs 4.000. 

Subscriptions in arrears on that date were Rs. 800. 

Prepare Balance Sheets as on 

(/) December 31, 1973 ; and 
(iV) December 31, 1974, 


Solution 


BALANCE SHEET 
As on 3Ist Decemhe*-, 1973 


Liabi'ities and 

Capital Fund 

Amount 

Assets 

Amount 

Capiial Fund 

78,000 

Cash in hand 


(Balancirg Figure) 


Subscription outstanding 

go6 

1 


Ground & Pavillion 

Sports Equipment 

Furniture 


E. B. K. (28) XII 

78,000 


78.000 

SSS 4 
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4 


BALANCE SHEET 
Aa OH Slat December 2974 


Outstanding Expenses 

Salaries 

Audit Fees 

Subscription received 
in advance 
Capital Fund as on 
3lst December 
1973 

Add : Excess of income 
over expenditure 



Rs. 

1 

500 

100 

600 

400 


78,000 

b 


14.300 

92,300 


93.300 


Cash in hand 
Subscription outstanding 
for 1974 
for 1973 

Rent receivable 
outstanding 
Prepaid : 

Insurance 200 

Printing and 

Stationery 400 

Investment 
Ground & Pavillion 
Sports Equipment 
Furniture 


Rs. 

7,400 

600 

200 


SOO 


600 

20,000 

44.000 

16.000 
4,000 

93,300 


Standard Questions 

1. Distinguish between Receipts and Payments Account and 
Income and Expenditure Account. 

[Delhi Senior School Certificate Exam, 1978 (c) &. 1979 (c)] 

2. How would you convert the Receipts and Payments Account 
into Income and Expenditure Account ? 

3. What is distinction between Receipts & Payments Account and 
Income and Expenditure Account ? How would you convert 
the Receipts and Payments Account into Income and Expendi- 
ture Account and what additional information would you 
require to do so ? 

4. “Income and Expenditure Account is a Profit and Loss 
Account of Non-trading institution.” Explain. 


Practical 


J. From the following prepare (c) a Receipts and Payments 
Account, and (6) an Income and Expenditure Account of the 
Ashoka Club for the year ended 31st December, 1979 


Subscriptions received for 
previous year 

Subscriptions received for 
current year 


Rs. Rs* 

•• r w\ 


II 


20 Room 85 

Caretakers Wages 68 

180 Fuel and Gas 40 
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Rs, 

Subscriptions for current year 
due and unpaid 

Receipts from hiring of rooms 10 

Billiard Room 60 
Refreshment Room 125 

»» •* ion 

Paid for Salaries 

Repairs ' 

Printing & Stationery 30 


Rent, Rates & Taxes 

Accounts due but unpaid 
(i) Repairs 
(if) Supplies 
Cash in hand 
(0 1 St January ’ 79 
(H) 31st December ’ 79 


Rs. 

50 

8 

22 

18 

28 


Ans. Receipts and Payments A^oum - 

Expenditure over Income Rs. lo. 

Prepare an Income and Expenditure Account relating to year 

1979 from the figures given below . 


Receipts 


To Opening Balance 
„ Subscriptions 

Sale of Investments 
Sale of old Furniture 

** (Book value Rs. 400) 
„ Donations 


Rs. 


1.800 

9,000 

2.000 

300 

100 


13,200 


Payments 


By Salaries 
„ Rent 
„ Stationery 
„ Defence Bonds 
„ Furniture purchased 
” Bicycle purchased 
.. Balance c/d 


Rt 


4,800 

500 

200 

3.000 

2.000 

300 

2,400 

*13,200 


4 

Ans. Excess of Income over Expenditure Rs. 3,500. 

Below is given the Receipts and Payments Account of a dub. 
Prepare Income and Expenditure Account from 't and sub- 
joined information for the year ended on 31st December, 1977. 

RECEIPTS AND PAYMENTS ACCOUNT 
For the year ended 3Jst December 1977 



To Balance b/d 
„ Annual Subscription 
„ Life membership fees 

„ Entrance Fees 
,, Miscellaneous Receipts 
.. Interest 


Rs. 


1,238 

By General Expenses 

1,630 

„ Salaries 

250 

„ Furniture 

200 

„ Rent 

233 

,. Printing 

40 

„ Repairs 
„ Balance c/d 

3.591 


m 

4 

^ 9 


Rs. 

542 

550 

800 

560 

125 

150 

864 

3»59.1 


436 


On 31st December, 1977 the annual subscriptions in arrears 
amounted to Rs. 350, Rs. 100 is to be written oflF as depreciation on 
furniture. 


Ans. Excess of Income over Expenditure Rs. 426. 


4. Convert the following Receipts and Payments Account of the 
Delhi Nursing Society for the year ended on 30th June 1978 
into an Income and Expenditure Account. 


Receipts 

Amount 

Balance at Bank 1.7.77 
Subscriptions 

Fees from non*members 
Municipal grant 

Donatious for Building 

Fund 

Interest 

Rs, 

2,010 

1,115 

270 

1,000 

1,560 

38 


5,993 




Payments 

Amount 


Rs. 

Salaries of Nurses 

656 

Board, Laundry and 


domestic help 

380 

Rent, Rates & Taxes 

200 

Cost of car 

2,000 

Expenses of car 

840 

Drugs & Incidental Exp. 

670 

Balance c/d 

1,247 


5,993 


A donation of Rs. 100 received for Building Fund was wrongly 
included in Subscription Account. A Bill of medicines pur- 
chased during the year amounting to Rs. 128 was outstanding. 


Ans. Excess of Expenditure over Income Rs. 551. 


5. From the following Receipts and Payments Accounts of Shakti 
Club and from the information supplied prepare an Income 
and Expenditure Account for the year ended 31st December 
1977 and the Balance Sheet as on that date : 


RECEIPTS AND PAYMENTS ACCOUNT 
For the year ended 3Jst December 1977 


Receipts 


• f 


To Balance 

Subscriptions 

1976 

1977 

1978 


250 

1,000 

200 


To Rent received from the 
use of hall 

Profit from entertainment 
„ Sales of Newspapers 


Rs. 


350 


1,450 

700 

400 

100 


s.odo 


Payments 


By Salaries 
„ General Expenses 
„ Electric Charges 
,, Books 
, Newspapers 
,, Balance 


Rs. 


1^400 

300 

200 

500 

400 

200 


3,000 


A 
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,i„. lonT — 

-were Rs. 300. 

R,. ,0®’ Sawi' p°K’’r9'77 ?n” 

(d) Provide depreciation on Furniture at 10 per cent. 

lunTRs' So & ZlnTsZttZ" 

Sheet, for 1977 : 


receipts and payments account 


Balance 1. 1.1977 
Subscriptions : 1976 

1977 

1978 

Entrance Fees 
Lockers Rent 
Miscellaneous incomes 


Rs. 

10,000 

Expenses ; 1976 

200 

1977 

2.100 

Land ’ 

150 

Interest 

800 

Misc. Expenses 

700 

4.000 

17,950 

Balance 31.12.77 

t 


Rs. 
1.200 
2.000 
4,000 
400 
2,000 
• 8.350 


17.950 


Capital Fund 
Subscription received 
in advance 

Outstanding Expenses 
Loan 


balance sheet 

As on 3Ist December 1976 


Rs. 

33.620 

600 

1,400 

5.000 

40.620 


Buildings 

Outstanding iSuoscnptions 
Outstanding Lockers Rent 
Cash 


Rs. 

30.000 
380 
240 

10.000 


40,620 


Ans. Excess of Income over Expenditure Hs. 3,560 ; Total of 
Balance Sheet Rs. 42,530. 

The following particulars relate to the Aggarwal Club for the 
year ended 31st December, 1977, and you are required to 
prepare there from an Income and Expenditure Account and 

a Balance Sheet : 
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SUMMARY OF CASH BOOK 


Balance from the last year 

Rs. 

2,350 

Salaries 

Rs. 

1.200’ 

Entrance Fees 

300 

Electric Charges 

120 

Subscriptions : 


Other Expenses 

525 

Arrears 

50 

Fixed Deposit i 

2,500 

Current 

3,500 

Utensils 

200 

Advance 

75 

Creditors 

1,000 

1,150 

Profit on Refreshments 

100 

Balance on 31.12.73 

Sundry Income 

320 

1 

6,695 


6,695 


The assets and liabilities on 1st January 1977 were : — 

’ Furniture Rs. 2,500 ; Consumable stores 
Rs. 350 ; Creditors Rs. 1,200. 


On 31st December, 1977 the value of consumable stores in hand 
was Rs 700 ; the creditors amounted to Rs 550, the subscrip- 
tion outstanding were Rs. 75 ; and the interest accrued on Fixed’ 
Deposit was estimated at Rs. 25. Depreciate Furniture by 
10% and Utensils by 15% on the Closing Balances. 

Ans. Capital Fund Rs. 4 850 ; Surplus Rs 2.075 ; Balance 
Sheet Total Rs 7,550. 

8. Irroni the following particulars, prepare Income and Expendi- 
ture Account of the M/s Kalyan Club for the year ended 31st 
December 1979 and Balance Sheet as on that date : — 


Rates & Taxes 
Salaries 

Library Maintenance 
Repairs to premises 
Staff Super annuation 
Premiums 
Entrance Fees 
Accumulated Fund 
General Reserve 
Investments at cost 
(Market rates) 

Sundry Debtors 
Postage and Telephone 


Rs. Rs. 

263 Printing and Stationery 631 

12,918 Auditors' Fee 300 

1,975 Advertisements 457 

792 Law Charges 603 

Members Subscriptions 30,920- 

1,386 Interest on Investments 981 

325 Sundry Creditors 8,378 

33,780 F'reehold Land & Building 
12.324 at Cost 23,500 

Furniture 4,380 

26,500 Library Books and 

1,870 Magazines 3,530’ 

1,815 Cash at Bank 5,367 

Cash in hand 721 


Adjustments 


OI KS. /6D, 




— Members Subscriptions to the extent 
are outstanding Building insurance Pre^.«xxi, 
(Included in postage and telephone) Rs. 240 annu- 
ally has been prepaid for three months. Land and 
Building is to be depreciated @ 2%, Furniture 
@ 5% Books and Magazines 10%, make a specific 
Reserve of 10% on Debtors. 

Ans. Surplus Rs. 10.702, Balance Sheet Rs. 65.484. 
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fZ' 


»»"Bn1^ance 

Fees 

Pooations 

Life Membership fee 

Interest on 

I?oet from Entertainmeat 


^ Wagerof^^nW 

‘1!S 

250 Purchases of table 

■s KS"”S»^ 

^ Certiheates 

Cash in hand 
Sundry Expenses 


R5. 

170 

240 

86 

835 

40 

12S 

475 

394 

325 

T,^ 


10 


‘S70*‘The!e 

45 and six months rent (Rs- W) wa 

and end of the year. L akshmi Club for 

S;fenS 30 a" 

date. j « yi 41^ • Fxcess of income over expendi- 

-• . a.. 

From the following “ “pUed^’^repare'^'an Income and 

and from the information supplied prep I979 

Expenditure Account for the year enaeu 
Ld the Balance Sheet as on that date . 


receifts an d payments acco^ 


To Balance 
To Subscriptions for 

1978 

1979 

1980 

To Sale of old Furniture 
(costing Rs. 100) 

To Rent Received from 
the use of Hall 
To Profit from 

Entertainments 
To Sale of Newspapers 


Rs. 

250 

250 

1,000 

200 

60 

740 

400 

100 

3.000 


By Salaries 
„ General Expenses 
„ Electric Charges 
Books 

„ Newspapers 
Postage 
,, Furniture 
„ Balance 


Rs. 

1,200 

300 

200 

100 

400 

50 

250 

500 


3.000 
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information : 

mioiS of 2^5 payinganannualsubscri- 

?978. were ks m outstanding on 31st Dec. 

Salaries outstandings amounted 
1978 Salaries paid included Rs. 100 for the year 

Rs Wonn^'i^^^ Building valued at 

Ks. 10.000 ; Furniture Rs. 600 and Books Rs. 550. 

(Fle/Ai Se/tior School Certificate Exam. 1978) 
ns. |««s of Income over Expend . g/S Total 

KS. i^i^o , Capital Fund on 1-1-1979 Rs. 1 1,550. 

Pavmpnti^ f yo“ following Receipts and 

y ents Account for the year ended 31st December, 1979 ; 


ic) 


11 . 


RECEIPTS 


Cash in Hand 
Cash at Bank 
Subscriptions 
Tournament Fund 
Life Memberships 
Entrance Fees 

Donation for the Pavillion 
SaJe of Grass 


Rs. 

150 

2,100 

5,800 

1,500 

2,000 

200 

3,000 

100 


I PAYMENTS 


Grounds Men’s Fees 
Moving Machine 
Rent 

Salaries to Coaches 
Tournament Expenses 
Office Expenses, Postage 

etc. 

Sports Equipment 
Purchased 
Cash in Hand 
Cash at Bank 


14,850 


Rs. 

1,500 

1,100 

500 

3,600 

900 

2.400 

1,200 

350 

3,300 

14,850 


December, 1978 and on 31st Decem- 
e ».J979 were Rs. 900 and Rs. 800 respectively. Subscription 
received also include subscription for 1980. Rs. 2C0. Sports 

was Rs. 1,100. The value 
B ? s-no ‘“ccqilP'ment in hand on 31st December. 1979 was 
KS. 1,500. The moving machine was purchased on 1st July. 
1979 and it is to be depreciated @ 20% p. a. OflSce Exnenses 
include Rs. 300 for 1978 and Rs. 400 are still due for payment 

fournament receipts and expenses are to be separated from 
the general incomes and expenses. 

Prepare Income and Expenditure Account and Balance Sheet 
relating to 1979. 


Ads. Excess of Expenditure over Income Rs. 3,410 ; Balance 
Sheet Total Rs. 6,740 ; Capital Fund 1-1-79 Rs. 3,950. 

Note. Life Membership Fees has been capitalised. 


12 . 


From the following 

for the year ended 31st Decern oer. Account for 

iheT-endeTsCoe^^^^^^^^^^^ 1978 anS a Balance Sheet as on 
that date : 


To 

To 


To 

To 


To 


receipts 


Balance b/d 

Subscriptions'for 

1977 

1978 

1979 

Entertainment 

Receipts 

Sale of old Furniture 
(costing Rs. 100) 

Sale of News- 
papers 


1,000 


PAYMENTS 

By Salaries 
By Entertainment 
Expenses 

By Electric Charges 
By General Expenses 
By Investments 
By Stationery and 
Printing 
By Newspapers 
By Garden Expenses 
By Furniture 
By Balance c/d 


4.900 


Rs. 

1,500 

600 
200 
300 
1. 000 

200 

300 

200 

300 

300 

4,900 


The club has 250 members each paying 

In 1977, 10 members have °nd Rs ?50 

as well. Salaries paid included Rs. 100 for « ‘^qq 

for 1979. Outstanding Salaries for 1978 amounted to Rs. 2UU. 

On 1-1-78, the club owned Land and Building valued at Rs. 
10,000 and Furniture valued at Rs. 1,100. 


Interest for 3 months at 6% per annum has accrued on invest- 
ments. 

Ans. Surplus Rs. 265 ; B/S Total Rs. 13,215 ; Capital Fund 
on 1-1-78 Rs. 12,550. 

13 _ The Under-noted Receipts & Payments Account of Kanpur Club 
is for the year ended 31st, December 1979. Other Ledger balan- 
ces of the Club on that date were : Capital A/c (Donations etc.) 
Rs. 30,250 ; Club House and Grounds (as per valuation) Rs. 
20,000 ; Investment at cost Rs. 9,620 ; Furniture Rs, 3,200 and 
Expenditure Account (Cr. balance brought forward) Rs. 2,965. 

Receipts and Payments Account for the year ended 31st 
December, 1979 are as under. 
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Rs. 


Rs. 

To Balance 1st Jan. 1979 

745 

I By Upkeep of Grounds 

1 

1 

To SubscrptioD 

6,800 

(a) 

4.750 

To Entrance Fees 

260 

By Wages of Grounds 


To Interest on Investments 

420 

man 

4.680 

To Proceeds of Lect. 


By Ground Rent 

105 

Concerts etc. 

2.590 

By Printing and Station- 




ery (b) 

465 



By Postage 

95 



By Balance c/d 

720 


10,815 


10,815 

■fo Balance b/d 

720 




(a) This item includes Rs. 250 applicable to the previous year 
{b) This item included Rs. 100 applicable to the previous year. 
Entrance Fees are to be capitalised. The outstanding items on 
31-12-1979 are printing and stationery Rs. 80. The Social 
Literary Association owed Rs. 105 for the use of the Society’s 
Hall. Charge 10% for Depreciation on Furniture etc. Prepare 
the Income and Expenditure Account for the year and Balance 
Sheet as at 31-12-1979. 


Ans. 


Excess of Expenditure over Inco 
Sheet total Rs. 33,325. 


II 


e, Rs. 230, Balance 


14 . The following are the particulars of cash transactions for the 
year ended on 31st December, 1977 of the ‘Hindi Sahitya 


Samiti : 

Rs. Rs. 

To Balance b/d 3,190 By Rent and taxes U680 

To Admission Fees 2,550 By Wages 2,450 

To Annual Subscription 16,000 By Light 720 

To Donations ^ 1,650 By Lecture Expenses 4,350’ 

To Life Membership tees 2,500 By Books 2,130 


II 


To Profit from entertainment 420 By 3% Fixed Deposit 

(1-7-1977) 8,000 

By Balance c/d 2,620 

26.450 26,450 


The following facts are furnished : — 

(/) There were books costing Rs. 20.000 and Furniture worth 
Rs. 8.500 on January 1, 1977. 

(i7) Outstanding annual subscription on 1st Jan. 1977 Rs. 350* 
and 31-12-1977 Rs. 450. 

{Hi) Rs. 600 for Rent were outstanding on January 1, 197T 
as well as on 31-12-1977, 

(iV) Provide depreciation on books Rs. 1,130 and on Furni- 
ture Rs. .500. 


443 


15. 


r Xo- over Expe.dI.ere Rs. 5.E50 . Belaoce 

fSrotal Rs. 40.190. 

N.tt- Ufe Membership Fee* Commercial 

From the followins f orticalars teh h Fxpendlture 

Te-coS aS^i Surras on 3.s. Dmmmher. 1977. 

balance sheet 

As on 31st December^ 1976 


Liabilitt^^ 


Outstanding Creditors 

Capital Fund ; 

^cess of Income over 

Expenditure 


Rs. 


425 


15.575 


Assets 


Cash at Bank 
Govt. Securities 
Accrued Interest 
Outstanding Subscrip- 
tion 

Library Books 
Furniture and Fittings 


Rs 


16,000 


3.000 

10.000 

125 

400 

1.000 

1.475 

16,000 


16. 


The transactions for the year 1977. 

c c • . rr 7 SOO • Proceeds received trom 
Receipts : Subscription Rs. , a in-tgjgst on Securities 
Entertainment and Lectures Rs '-OO® . ‘nste^st on 

Rs. 475 ; Entrance Fees received Rs. 500 , i>aie procccus 
Furniture Rs. 75. , - . 

Paym,n,s ■. Rea. Rs- WO ; Printiag 

K: i;?oi>^SS R. 4?0'; L?h^;ry°B°o'oha Rs. 300 ; Co,. 

of Entertainment Rs. 750. 

Thp following were outstanding as on 31st December 19 
Printing Rs. 75.; Rent Rs. 100 ; Interest on securities Rs. 150 , 

and Subscription Rs. 325. 

Cash in hand on 31st December, 1977 was Rs. 2,170. 

[Delhi Senior School Certificate Exam. 1978 (c)J' 

Abs. Excess of income over expenditure Rs. 1,995 and Total 

of Balance Sheet Rs. 1 8,245 

Working Notes -(/) Entrance Fees, being a substantial amount 
has been capitalised. 

(«) It has been assumed that creditors for Rs. ^2 5. as on 31st 
December 1976 to be paid off during the year 197/. 

From the following particulars relating to Ramakrishna 
Mission Charitable Hospital, prepare Income and Exp^diture 
Account for the year ended 31st December, 1981 and Balance 

Sheet as at that date. 
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RECEIPTS AND PAYMENTS ACCOUNT 
For the year ended 31st December. 1981 




To 


To 

To 

To 


To 


Receipts 

Cash in hand on 
1st Janua^ 1981 
Subscriptions 
Donations 
Interest on Invest* 
ment @ 7% for full 
year 

Proceeds from 
Charily Show 


Rs. 1 

Payments 

Rs. 

7.130 

By Medicines 

30,590 

47,996 

By Doctors’ Honorarium 

9,000 

14,500 1 

By Salaries 

27,500 

1 

By Petty Expenses 

461 

1 

By Equipment 

15,000 

7,000 I 

By Expenses on Charity 


1 

Show 

750 

10,450 

By Cash in hand on 



31st December, 1981 

3,775 

87,076 

P 


j 87.076 


Additional Information : 


On 

1st Jan. 1982 

Rs 

240 


On 

31st Dec, 1982 

Rs. 

280 


64 

8.810 


100 

9,740 


21.200 


31,600 


17 . 


(0 Subscription Due 
Hi) Subscriptions Received 
in Advance 

iiii) Stock of Medicines 
(iv) Estimated Value of 
Equipment 
(v) Buildings 

(cost less depreciation) 

Ans. Excess of Income over Expenditure Rs. 5,979 
Balance Sheet Rs 1 ,83,395. 

The following is the Receipts and Payments Account of Saras- 
wati Club for the year ended 31st December, 1971. 


40,000 


38,000 
Total of 


Cash in hand 
(1-1-71) 
Subscriptions 

1970 

1971 

1972 


300 

16.200 

150 


Income from Enter- 
tainments 

Entrance Fees 
Interest on Securities 
Sale proceeds of old chairs 


Rs. 

Bank Overdraft 

Rs. 

I,5v0 

(1-1-71) 

3,100 

Investment in Securities 

3.1K0 


Furniture 

1.450 


Salaries 

6.200 

16.650 

Stationery & Printing 

890 

Misc. Expenses 

Balance on 31-12-71 : 

1,420 

290 

Cash in hand 550 


670 

Cash at Bank 3,100 

3,650 

480 

— — 


120 



19,710 


19,710 


Prepare Income and Expenditure Account of the ^ub 
for the year ended 31st December, 1971, and a Balance Sheet 
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18 


^ U due regard to the following additional 

as at that date having due rega 

information : members, each paying an annual 

(/) The Club has 1.800 - amounting to Rs. 90 

are in arrears in respec f y^^^^^ .j^^p ,25 

(,7) Stock of Stationery on 3 1 st u 

and at 31st December, 1971 Rs. »/. 

(,7i) December 1971, is outstanding. 

(,v) Salary of Rs. .55° for D ^ amounted to 

Expenses accruing at 31 SI . . y^^j. 1970 

Rs^ 32. The Club has paid^R^j^S^O jn^ 

towards premises stand in the books 

a^t^Rs" 2i1o?''aTd Investnlents at Rs. 6,500. Depreciate 

^.‘e^mises’and over Expen- 

Se Rs s loTSO :’ Total of Balance Sheet 

Given Sow fsThe Receipts and Payments Account of a club 
for the year ending 31st December. 1976. 

_ . ... Ar'r'OiTTJT 


(v) 


:eipts and pavme^ account 

For the year ending 3Ist Dec, iv 


To Balance 
To Subscription : 

1975 

1976 

1977 

To Donations 

To Sale of Drama tickets 

To Sale of waste paper 


Rs. 

1,025 

40 

2.050 

60 

540 

950 

45 


4,710 


By Salaries 
By Expenses 
By Drama Expenses 
! By Newspapers 
By Municipal Taxes 
By Charity 

Bv Investments 
By Electric Charges 
By Balance 


Rs 

60 ^ 

75 

450 

150 

40 

350 

2,000 

145 

900 

4,710 


Preoare the club’s Income and Expenditure Acrount for t^he 
year ended 31st December and its Balance Sheet as on that 
date after taking the following information into account . 

(n There are 500 members each paying an annual subscrip- 
tion of Rs. 5 ; Rs. 50 being in arrears for 1975. 

(ii) Municipal Taxes amounting Rs. 40 per annum have been 
paid up to 31st March 1977 and Rs. 50 for salaries is out- 

Standing 


(Hi) Building stand in lue books at Rs. 5,000. 

(iv) 6% interest has accrued on investments for five months. 

Ans. Excess of Income over Expenditure Rs. 2.235 A Total 
of Balance Sheet Rs. 8.4_0. 
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19 . The following particulars relate to the Delhi Sports Club ; 

(i) Income and Expenditure Account 

for the year ended 31st December, 1971. 


To Salaries 

Printing aiwl Stationery 
Advertisement 
Audit Fees 
Fire Insurance 
Depreciation on 
Sports Equipment 
Excess of Income 
over Expenditure 


^9 


9 9 


99 




99 




Rs. 

900 

1,320 

960 

300 

600 

5,400 

8,580 


By Entrance Fees 
By Subscriptions 
By Rent 


Rs. 

6,300 

9,360 

2.400 


18,060 


18,060 


(ii) Receipts and Payments Account 

for the year ended 31st December, 1971. 


Receipts 
To Balance b/d 
Entrance fees 
Subscriptions : 

1970 

1971 

1972 

To Rent Received 


91 


99 


Rs. 

2,520 

6,300 

360 

9,000 

240 

2,100 


Payments Rs. 

By Salary 600 

By Printing & Stationery 1,560 
By Advertising 960 

By Fire Insurance 720 

By Investments 12,000 

By Balance c/d 4,680 


20.520 


20.520 


(in) The assets on 1st January, 1971 included club Grounds 
and Pavillion Rs. 26.400. Sports equipments Rs. 15,000 
and Furniture and Fixtures Rs. 2 400. Subscriptions in 
arrears on that day were Rs. 480. 

Prepare the Balance Sheet as on 31st December 1971- 

Ans. Opening Balance Sheet Capital Fund Rs, 46 800 ; 

Closing Balance Sheet Total Rs. 56,220. 

20 From the following Receipts and Payments Account of a 

Cricket Club and the additional information . prepare an 

Income and Expenditure Account for the year ended on 31st 

December 1978 : 
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receipts and payments accouot 

For the year end ed 3lst December 1978 

T 


To 

9f 

9 


♦ ♦ 
9» 

99 
9 9 


Balance : Cash 

Bank 

Fixed Deposit at 6% 
Membership Su^np- 
tion (including Rs. ow 
for 1977) 

Entrance Fees 
Donation 
Interest on Fixed 

Deposit 

Tournament Fund 

Sale of Crockery 
(Book value Rs. 120) 


Rs. 

352 

2,738 

3.000 



90 

2,000 


By Crockery purchased 
Maintenance 
Match Expenses 
Salaries 
Conveyance 
Upkeep of lawn 
Postage Stamps 
Purchase of’ Cricket 

goods 

Sundry Expenses 
Investments 
Tournament Expenses 
Balance : 

Cash ^ 220 

Bank 2,332 

Fixed Deposit 3.000 


Rs. 
265 
682 
1,324 
1,100 
82 
' 424 
105 

972 

200 

570 

1,880 


13,156 


5.552 


13,156 


: . . . Coiarv is Rs. 100 {b) The value of unused 

Information -(a) ^ ai-t Dec 1977, Rs. 75 ; 3!st Dec. 

on "^^fstocro/Sfeket e^ipment is as follows : 31s. Dec. 

97^ ^Rs^^32i -^Sls^Dec. 1978 Rs. 280. {d) Arrear membership 
1977, Rs. . 111-70 ue 800. (e» Donation and 


;;i,;rip,ioo r 1977 r> »o : ms r> 

“(S S.W C.rm.,e «79) 

Ans. Opening Balance Sheet.-Capital Fund in the beginning 

Rs. 7,266, Excess of . Income over Expenditure Rs. 221 & Total oi 

Closing Balance Sheet Rs. 7,707. 

20 From the following information and Receipts and Payments 
Lcouot of Prince Club. 

Account for the year ending 31st December, 1979 and a 

^ 9 ^ ^ M. ^ 


Receipts 

Balance b/d 
Entrance Fees 
Subscriptions 
Donations 

Life Membership Fees 
Interest on Deposits 
Proceeds of Tournament 


Rs. 

Payments 

Rs. 

3,190 

Rent 

1,680 

550 

Wages 

2,450 

18,100 

Lighting Charges 

720 

1,650 

Books Purchases' 

2,480 

2,500 

Office Expenses’ 

4,500 

240 

8% Fixed. Deposit 


2,320 

(on Isfc July, 1979) 
Tournament Expe- 

12,000 


nses 

2,020 

• 

Cash in hand 

2,600 

28.450 


28,45© 
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Other informations : 

On 3Ist December, 1978, the Club possessed books worth’ 
Rs. 20,000 and Furniture worth Rs. 8,500. Provide 
depreciation on these assets® 10% including the purchases^ 
during the year. 

Subscriptions in arrears at the beginning of the year 
amoXinted to Rs. 350 and at the end of the year Rs. 550 
were outstanding. 

The Club paid three month’s rent in advance both in the 
beginning and at the end of the year. 

(S S.C All India 1980) 

Ans. Excess of Income over expenditure Rs, 8,732. Capital 
Fund in the beginning Rs. 32,460. Total ofB. S. Rs. 
43,692 land Capital Fund at the end) 

21. The following is the Receipts and Payments Account of 
the Bombay club for the year ended 3ist December 
1979. 


Recepits 

Rs. Payments 

Rs. 

To Balance b/d 

1,500 By Rent 

26.000 

To Entrance Fees 

2.750 By Stationery 

15,340 

To Subscriptions : 

By Wages 

26,650 

1978 

1,000 By Billiards Table 

19,500 

1979 

84,500 By Repairs 

4,1*30 

1 980 

I,5t 0 By Miscellaneous Exp. 

7.500 

To Lockers' Rent 

2,500 By Balance c/d 

11,980 

To Special Subscription 
for Governer’s Parly 

17,250 



1,11.000 

1,11,000 


The following adjustment are to be made ; 

Lockers’ Rent include Rs. 3C0 for 1978 and Rs. 550 is still 
owing. 

Subscription unpaid for 1979 were Rs. 2,400 and Rs. 2*0 for 
stationery were outstanding. 

Entrance fee is to be capitalised. 

From the above information you and required to make out an 
Income and Expenditure Account for the year ended on 31st 
December 1979 and a Balance Sheet as on that date. The club’s 
other assets on 1-1-79 were Rs. 39,000 

(S.S.C. Delhi 1980 Comptt) 


\ 
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22 . 


From the following J"^’osrAccounffo5^tlieteare''nded 
I[sf Decemberf979 and a Balance Sheet as on that 

date : 


trial balance 


Debit Balance 

Drawings 
Bills Receivable 
Machinery v frtr 

Debtors 

dishonoured Bill ot 

Rs. 1,000) 

Wages 

Returns inward 

Purchases 

Rent 

Stock (1-1-79) 

Salaries 

Travelling Expenses 

Insb ranee 

Cash 

Repairs 

Interest of Loan 
Discount Allowed 
Bad Debts 
Furniture 


Rs. Credit Balance 

5,275 Capital 
4 750 Loan at o ^ 

14*500 .(on"f- 1.-7?) 

Commission Reed. 
Creditors 
30,000 Sales 
20,485 
2,390 
1,28.295 
2.810 
44,840 
5,500 
945 
200 
9,750 
1.685 
500 
2.435 
1,810 
4.480 

2,80.550 


Rs. 

59,700 

10,000 

2,820 

29,815 

1,78,215 


2,80.550 


The 

(0 

(ii) 

m 

(fv) 

(v) 

(V/) 


following adjustments are to be made : 

Stock in the shop on 31st Dec.. 1979 was Rs. 64.480. 

Half the amount of X’s Bill is irrecoverable. 

Create a provision of 5% on other debtors. 

Wages include Rs. 600 for erection of new machinery. 
Depreciate Machinery by 5% and Furniture by 10%. 
Commission include Rs. 300 being Commission received 


in advance. 


(S.S.C. All India I980\ 


Ans. Gross Profit Rs. 47,285 ; Net Profit Rs. 30,472 and Total 
of Balance Sheet Rs. 1,25,312 


E.B.K. (29> XI 


20 

SINGLE ENTRY SYSTEM 


Which system of accountancy should be used in a business 
depends upon its requirements. Generally, businessmen use double 

book-keeping in which debit and credit aspects of 
“f recorded. But those institutions which are not 

with the purpose of earning profit and in which cash 

they . maintain their accounts on 
Cash System. For example, charitable institutions, institutions that 
encourage art and culture, literary institutions. Some institutions 
use a mixed system which is called Composite or Hybrid System. 

Single En^y System— Some scholars have defined sinele 
entry system as follows : ^ 


♦ I f J ®a*hboi— Tne term Single Entry is applied to a 

®^ol^-^®®Ping under which only the Personal Accounts of 
the debtors and creditors of the trader are kept. The usual Subsidiary 
Books are sometimes kept in just the same way as in Double Entry 
System but the postings are made therefrom of such entries only ^ 
relate to Personal A<xounts. In fact Single Entry System is not any 
particular system of Book-keeping, but rather the Double Entry 
System in an incomplete and disjointed form. ^ 


Mam characteristic of Single Entry System is that only 
Personal Accounts are opened in the ledger and eyen when subsidi- 
ary books are maintained the posting is done in Personal Accounts 
only. Real and Nominal accounts are not opened. 


In this system sometimes both the aspects, debit as well as 
credit, of some transaction are recorded and sometimes only one 
aspect is recorded. For example, when Cash is received from some 
one It is recorded in his personal account and also in the cash 
account. But when a machine is purchased for cash it is entered only 
in Cash A/c and not in Machine A/c. Thus, unlike Double Entry 
System equal importance is not given on debit and credit aspects of 
every transaction Credit transactions are also recorded through 
Personal Accounts. 


Advantages of Single Entry System— Following are the main 
advantages of Single Entry System : 

(1) Cash transactions— This is found more suitable where the 
number of cash transactions and Personal accounts are more. 

(2) Small Trades- In small trades, where large amount 
cannot be spent on maintaining accounts, this method is generally 

used. 
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(3) To deceive Income-tax Aathorities— Sometimes, this system 
is used to deceive the income-tax authorities. Full details arc not 
available in this system, so they underestimate the income. 

(4) To avoid complication of Double Entry ^stem - If a 
trader does not have complete 

he can, in order to avoid complications of Double Entry System, 

follows the Single Entry System. 

(5) To avoid double entry of all the Transactions— This system 
is thought to be convenient where the businessman does not want to 
keep a record of both the aspects of all the transactions. 

Disadvantages - Following are the defects of Single Entry 

System : , „ i 

(1) Not possible to prepare Trial Balance -Only Personal 
accounts are opened in this system. So it is not possible to prepare 
a Trial balance and check the accuracy of accounts. 

(2) Difficult to prepare Final Accounts Under this system 
difficulty is faced in preparing Trading A/c. Profit and Loss A/c and 
Balance Sheet. If at all they are prepared their accuracy is always 

doubtful. 

(3) Incomplete and Unscientific -This system- is incomplete 
and unscientific because both the aspects, debit and credit of a 

transaction are not recorded. 

(4) Impossible to compare with last year’s Accounts— In this 
system accounts of the current year cannot be compared with those 
of the previous year because only Personal A/c are kept under this 
system which do not provide complete information. 

■ (5) No Control on Assets - Assets A/c are not prepared 
under this system, therefore, it is not possible to keep control on 
assets. 

(6) Not recognised by Tax authorities This system does not 
reveal the true profit of the business. Therefore, it is not acceptable 
by income-tax authorities. 

(7) Interna] check not possible— As there is no system of 
internal check in this method, there is always a possibility of fraud 
and misappropriation. 

(8) Does not reveal Net-profit or Net loss Purchases Account, 
Sales A/c, Returns Inwards A/c. Returns Outwards A/c are not 
prepared under this system. Therefore, we cannot find out the correct 
profit or loss. 


(9) No knowledge of the Present value of the Business —It is not 
possible to know the present value of the whole business. Therefore, 
one has to face many difficulties if the business is to be disposed 
off. 

Preparation of Statement of Affairs 

Double entry of all the transactions is not made under Single 
Entry System, Hence it is not possible to prepare a Balance Sheet* 
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Therefore those businessmen who maintain their accounts under 
Single Entry System prepare a Statement of Affairs to know Thetr 
financial position. It is prepared in the same manner in which the 

Balance Sheet IS prepared. On the one side Assets are shown and 

on the other side Liabilities are shown. 


Important Points while preparing Statement of Affairs 

»l.h .S.'2 .ciS cLh la htar 

chackSwISTha. on?' pSs° Bo'ok'"™” 

be prepared*^* Sundry Debtors and Sundry Creditors should 

(4) Assets like Building, Furniture, Machinery etc. should be 
fJrThe ^ reasonable depreciation should be provided 


(5) Closing stock at the end ol the year should be valued. 

(6) Outstanding expenses should be added to the exnenses of 
the current year and prepaid expenses should be deducted. 

(7> Income accrued but not received should be added to the 
income of the current year and income received in advance should 
be deducted from the income of the current year. 

(8) While preparing Statement of Affairs, expenses paid in 

advance and income accrued but not received should be shown on 

the assets side and outstanding expeneses and income received in 
advance should be shown on the liabilities side. 

In the above statement excess of assets over liabilities will show 
the capital. 


Calculation of Profit Under Single Entry Syste 


II 


It has already been '’mentioned that in Double Entry System 
profit is calcuated by preparing Trading A/c and Profit and Loss 
A/c. But it is not possible to prepare these accounts under Single 
Entry System. Therefore, following procedure is followed to find 
out the profit : 

(1) First of all Statement of Affair in the beginning of the year 
should be prepared to find out the opening capital. 

(Assets - Liabilities = Capital) 

(2) Capital at the end of the year should be found out by 
preparing Statement of Affairs at the end of the year. 

(3) Drawings should be added to the capital at the end of the 
year and further capita! invested should be deducted out of it. 

(4) Now the capital at the beginning of the year and at the 
close of the year should be compared. If the capital at the end of 
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,.a, IS mo,. 

and vice versa. Thus , 

I rtcc— Caoital at the end+Drawing 
Profit or Loss-Capitai 

-Fresh Capital introduced during me y 
- Capital in the beginning. 


™““‘“rm..nm,ns boolcs 00 Sin.,. EnW- 

.9|0 

Capital on 1st January l^Sl 
Drawings made during P 

January 1980 to ‘^UKUst 1980 

Capital introduced on 1st August 


He gives the 
15,2')0 

16,900 

4,800 

1,500 


C^apuai - , . Cl 

Yon nr. r.qulr.d ,o c.l.nl... pro«> 


Solution 


Capital as on 1st January 
Add Drawings made during the year 

Less Capital introduced on 1st August 1980 

Uss Capital on 1st January 1980 
Profit made during the year 


16.W 

4.800 

217700 

1.500 


20,200 

15,200 


5.000 


"'“"MrAt.'pshlsbn.ks by Single Entry. His position on Is, 

Jan 1979 was as follows : 

gSS Soo\™Ei ? 500 ^fESI:,.ls"?S ; S mSS 

3 000 ; Creditors Rs. 1,500. 


Rs. 

Rs. 


His position on 31st December 1979 was as follows : 


Cash Rs. 300 , Debtors Rs. 3,000 , 9 000 

Rs 1,000 , Plant and Machinery Rs. 4,500. Creditors 
Bank’ Overdraft Rs. 500. 

During the year he withdrew Rs. 450 for his domestic expenses 
and introduced Rs. 750 as fresh Capital. 

Prepare the Statement of Affairs and ascertain his profit or loss 
for the year. 
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SojQtion 


STATEMENT OF AFFAIRS 
As on 1st Jan. 1979 


Creditors 

Capital (Balanced) 


Rs. 


1,5(X) 

Cash in hand 

8,000 

1 

1 

Cash at bank 

Debtors 

Stock 

Furniture 


! Plant & Machinery 

1 

9.500 


^ ^ 

• 


Rs. 

250 

1,000 

2,000 

2,500 

750 

3,000 


9,500 


STATEMENT OF AFFAIRS 
As on 31st December, 1979 


Creditors 
Bank Overdraft 
Capital (Balanced) 


2,000 

Cash in hand 

500 

Debtors 

9,800 

Stock 

12,300 

Furniture 

Plant and Machinery 


300 

3.000 

3.500 

1.000 

4.500 


12,300 


ber, 1579. 


Capital on 31st December, 1979 
Less : Capital on 1st January, 1979 


Add : Drawings 


ended 31 st Decem- 

9.800 

8,000 

1.800 
450 


Less ; Capital introduced during the year 
Net profit 


2,250 
750 

1,500 

Aff * — Along with information about Statement of 

Anairs there are some adjustments also in the question. For example 
mterest on Capital, interest on Drawings. Depreciation, Bad debts* 
Xeserve etc. Statement of Affairs at the end of the year should be 
prepared without taking into account these adjustments. These 

taken into account while preparing statement 

01 Frofit and Loss. 

Ulustration 20-3 

On 1st January, 1979, the position of a retail trader, Shri 

Kam Kumar, who does not keep full double entry records steed as 
follows : 
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Cash in hand Rs. W Cn* ?> /“f |.“cr.Srs 

Rs. 5,600. Debtors Rs. 3 .^^^ 

Rs. 4,057. u in hand Rs* 380> 

rZ S?„t‘ Ucrs RS. 4.d2» 

Fu^HiS ® Rs 250. Sundry Creditors Rs. 3,000. ^ 500- 

During the year he had ’ the 

of which Rs. 5.600 was spent in purchasing 

P«p.rn a sta..m»t showing his trading fo. 

anding 31st Dncentber and a Balance Sheet « 

(,) Providing 10 % depreciation on Furniture an 

(,7) Write off Rs. 120 for Bad Debts^ 

(in) Making a 5% reserve for likely bad debts. 

Solution 


STATEMENT OF AFFA^ 
As on 1st January, 1979 


# 

Creditors 

Capital 

(Balancing figure) 

Rs. 

4,057 

11,000 


15,057 


Cash in hand 
Cash at Bank 
Stock 
Debtors 
Furniture 


STATEMENT OF AFFAIR 
As on 31st Decenibar, 1979 


Creditors 

Capital 

(Balancing figure) 


STATEMENT OF PROFFT _ 
For the year ending SIst December, 1979 

Capital at the end of the year 
Add : Drawings (Rs. 6,500 —5,600) 


Rs. 

300 

5,500 

5,600 

3,457 

200 


15,057 


3,000 

Cash in hand 

14,930 

% 

Cash at Bank 

Stock 

Debtors 

Furniture 


Motor Van 

1 17,930 

• 





380 

2.400 

4.680 

4,620 

250 

3.600 


17,930 


Rs. 

14,930 

900 


15,830 


456 


Less 

Opening Capital 
Depreciation on Furniture 
Depreciation on Motor Van 
Bad Debts 

Reserve for Bad Debts 
Net Profit 


Rs. 


1 1 ,000 


25 


560 


120 


225 

1 1 ,930 

3,900 


Working Note. Debtors Rs. 4,620 Bad Debts Rs. 120=Rs. 4,500 
Reserve for Bad Debts on Rs. 4,500 @ 5%— 4,500 X — =Rs. 225 


Balance Sheet of Sh. Ram Komar 

As on 31st December. 1979 


Creditors 

Capital 
(on 1-1-1979) 

1 1 ,000 

Rs. 

3,000 

Cash in hand 

Cash at Bank 

Stock 


Add : Net Profit 

3,900 

14,900 


Furniture 

Less : Depreciation 

250 

25 

Less : Drawings 

900 14,000 

Debtors 

f4,620-120) 

Less : Reserve 

4,500 

225 


Rs. 

380 

2,400 

4,680 

225 


4,275 


Motor Van 5,600 

Less ; Depreciation 560 5,040 


1 7,000 





1 7,000 


Calculation of Profit or Loss for Partnership Firms 

Method of calculation of profit or loss in partnership firms is 
the same as in case of a sole trader. In partnership firm Capital of 
all the partners are shown jointly and after finding out profit or loss 
adjustments are made for interest on capital, partner's salaries, 
reserve for discount, expenses paid in advance, outstanding 
expenses etc. 
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f'^wL".„d«s.and ba sing,. E.tr, System of 

keeping? What are its disadvantages . 

2 How cfn you ascertain profit made durmg any trading 
Xn booL are kept under Single Entry ? 

3. Write short notes on Single Entry. 


Book- 

period 


r”"n!e information of an accounting year is given below : 

90 000 Calculate Profit and loss for the year. 

An’s. Profit Rs. 25.000, 

2. A Started his business on 1st J.nuOT, ICT 

Rs. 7,00o and loan from his wife Rs. 2,000. He xepi ms 

under Single Entry System, on the 

1978 he had the following Assets and Liabilities . 

Cash in hand Rs. 190. Cash Bank Rs 2.260^Sundry Debtors 
i>« oso 5stnck in trade Rs. 12,000 , rixiures * 

LiabiliuS for expense Rs. 1.000 . Sundry Creditors Rs. 4,50C. 

Preoare a Statement of Profit or Loss for the year, 1978 assur- 
ing^ had withdrawn Rs. 3,000 for his family expenses during 

the year. 

Ans. Opening capital Rs. 7.000 ; Closing Capital Rs. 14.400 
Profit Rs. 10,400. 


3. 


Kuldcep maintains his books of accounts on ‘Single Entry 
System’. His books provide the following information , 


Furniture 

Stock 

Debtors 

Cash 

Creditors 

Bills Receivable 

Loans 

Investments 


Jan. 1, 1978 
Rs. 

200 
2.800 
2,100 
150 
1,750 


Dec. 31, 1978 
Rs. 

200 
3,800 
3,400 
200 
1.900 
300 
500 
1,000 


His drawings during the year were Rs. 500. 
Prepare the statement showing profit for the year 


Ans. Profit Rs. 3,500 

[Delhi SeiAor School Certificate pxam. 1979 (c)] 

4. Kama! keeps the books under Single Entry System. 

given two sets of figures one on 1st April, 1977 and the othe 

on 31st March, 1978. 


On 1st April, 1977 his assets and liabilities were as follows : — 
Plant Rs. 15,000 ; Stock Rs. 10,000 ; Debtors Rs. 8,500 and 
Cash at Bank Rs. 4,500. His liabilities were Sundry Creditors 
Rs. 6,500. 

On 31st March, 1978 his books revealed the following 
'^position : 

Plant Rs. 18,000 ; Stock Rs. 15,000 ; Debtors Rs. 10,000 and 

Cash at Bank Rs. 5,000. His liabilities were Sundry Creditors 
Rs. 7,500. 


During the year Kamal withdrew from the business an aggre** 
gate sum of Rs. 4,000. 

You are required to prepare a Statement of Profit or L-ss for 

the year ended 31st March. 1978 and a Statement of Affairs as 
at that. time. 

» • 

Ans. Opening Capital Rs. 31,500 , Closing Capital Rs. 40.500 
Profit Rs. 13,000. 


S. Kumar keeps his books by Single Entry. His position on 
1st Jan. 1979 was as follows : — 


Stock in Trade 12,570' 

Cash in hand ’l 90 ' 

Cash at bank 2,100 

Machinery 5*060 

Sundry Debtors 2,800* 

Sundry Creditors 5*020 

9 


During the year ended 31st December^ 1979» S. Kumar with- 
drew from the business for his household expenses Rs. 2,030 
and introduced Rs. 1,009 as fresh cash capital. 


His position on 31st December, 1979 was as follows : 


Stock in Trade 
Cash in hand 
Cash at Bank 
Machinery 
Sundry Debtors 
Sundry Creditors 


Rs. 

13,100 

250 

1,090 

5,260 

3.910 

4,010 


Prepare statentent to show Profit or Loss for the year ended 
31 St December, 1979. 


Ans. Profit Rs. 2,930 , Capita! as on 1-1-79 Rs. l7,700. 
Capita! as on 31-12-79 Rs. 19,600. 

/I started his business on 1st January wdth a capital of Rs. 
40,0^ 0. On 31st December his position was: Creditors. Rs, 4,700 
Machinery Rs. 40,000, Furniture Rs. 2,000 ; Debtors Rs, 1,300 
Cash Rs. 15,000. 
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Find out 

g^„r; ffihf » f»">“ “f ‘“‘■ 

a »™ « .« « Ks. ^hK'if{i 

Rs. 10,000. On 1 , -t rjecember 1979 his position was . 

Sh Rf^r^o^ R? "oo . Debtor, Rs. 7.000 .od 

SS Ss ptT or LOSS tabin, io.o aocooo, Rs. 2.000 for 
his drawings during the year. 

A*,",ade‘'r“eeps'bis‘’“oks by Single Entry. His P°ai>id" _’'“ “ 

follows I |»1-1*)79 

Rs. 

2,0U0 
200 
2.500 
3400 
500 


Sundry Creditors 
Cash 

Sundry Debtors 
Stock 
Furniture 
Bills Payable 
Loan 

Investment 


3M2-1979 
Rs. 

2430 
250 
4.000 
5.200 
500 
370 
1,000 
2.000 

Investment _ ^.ithdrew from the business for his private 

PrSf fo% for Bad Debts on debtors and charge lO/o 

depreciation on furniture. . 

Prepare statement to show profit or loss for the ycar.^ 

An« Profit Rs 4 200 . Capital as on 1-1-79 Rs. 4,300 , 

Capital as on 31-12-79 Rs. 8,000 (After adjustments^ 

Ram Prakash keeps his books by the Single Entry method. 
Sfs pRft ion'on 1 s" January 1 979 was as follows : ; 

^ u ;« VionH Re 200 Cash at Bank Rs. 3,000. Stock 
• S'tradc! Rs. ao.OQO . Suiidry Debtors Rs 8^00 j EiMores 

ss,eRs'c»o““Drtsr 

duced Rs. 5,00C) as further Capital in the business and with 
drew Rs. 750 per month. 

On 31st December 1979 bis position was as follows : 

Cash in hand Rs. 300 , Cash at Bank Rs. 2.000 Sundry 

Debtors Rs. 14,000, Stock-iu-Trade Rs. ^ 

Machinery Rs 27,000 , Fixture and Fittings Rs. 1,500, Sundry 

Creditors Rs. 29,()O0. 

From the above, prepare a statement showing the profit or 
loss made by him for the year ended 31st December 1979. 

Ans. Profit Rs. 12,300 , Capital as on 1-1-1979 Rs. 26,500 , 
Capital as on 31-12-1979 Rs. 34,800. 
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Marohar Lai keeps his books by the Single Entry method. 
His position on 3 1st December 1978 was as follows : 

Cash in hand Rs. 500 . Cash at Bank Rs. 6,000 . Stock 
Rs. 5.000 . Debtors Rs. 3,300 , Furniture Rs. 1,200 , Creditors 
Rs. 4,000. During the year ManoharLal introduced Rs. 4,000 
as further capital in the business, and withdrew Rs. 9,000 out 

of which he spent Rs. 6,000 on the purchase of machine for 
the business. 


On 31st December 1979, his position was as follows : 

Cash in hand Rs. 500 , Cash at bank Rs. 5.000 : Stock Rs. 

MJ3 Debtors Rs. 4,6 0, Furniture Rs. 1,5C0 . and 
Creditors Rs. 6.000. 


Prepare necessary statements showing the profit or loss made 
by him during the year and a Balance Sheet as at 3 1st Dec., 
1979 after making the following adjustments. 

Depreciate Furniture and Machine at 10%, write off bad debts 
Rs. 2C0 and provide 5% for doubtful debts. 




Ans Profit Rs. 3,430 , Capital as on 31-12-1978 Rs 12.000 
Capital as on 31-12-1979 Rs. 16,430. (After Adjustments.) 


A retail trader has not kept proper books of account but from 
the following details you arc required to ascertain the profit 
or loss for the year ended 31st December, 1978 and also pre- 
pare a statement of affairs as on that date. 



January I, 197S 

December 57, 1978 


Rs. 

Rs. 

Stock in Trade 

16,700 

18.500 

Sundry Creditors 

15,400 

14,000 

Sundry Debtors 

11,200 

10,500 

Cash in hand 

250 

1,200 

Bank Overdraft 

20,200 

19,400 

Bills Receivable 

1 5,050 

14,200 

Fixture and Fittings 

1,500 

1,500 

Motor Lorry 

1,900 

1,900 


His draw'ings during the year amounted to Rs. 2,600. Depre- 
ciate Fixtures by 10% and write Rs. 300 off Motor Lorry. As 
regards Debtors it is ascertained that Rs. 500 are irrecove- 
rable and a further reserve of 5% should be made. 


Ans. Profit Rs. 4,550 . Capital as on 1-1-1978 Rs. 11,000, 
Capital as on 31-12-1978 Rs. 12.950. (After Adjustments) 

Sandip Kumar commenced business on 1st January, 1979 with 
a Capital of Rs. 30,000. He immediately bought Furniture 
for Rs. 6,000. During the year he borrowed Rs. 15,000 from 
his wife and introduced a further Capital of his own amount- 
ing to Rs. 9,500. He had withdrawn Rs.' 900 at the end of 
each month for family expenses. On 31st December. 1979 his 
fosiiicn was as follows : 
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13. 


14 


■« “"Jof ’• & Slo «0 b“u RSeivabl. Rs. 4.SO» 

iSSJTn cJS’rsS ,g6 rR«« <!“= R4- '•SO' 

IprtcrtMd by 10%. 

Ascertain .be profl. or loss made by Sa.deep Kumar during 
1979. 

Ans. Closing Capital Rs. 36.450 . Profit Rs. 7,750. 

Pradip commenced business on 

£■ D ^ “ici iinn Ourins the year ended 30th June, tie 

of Rs. 20,000. D . ^ and introduced a further. 

WS Brfe b'^ress-'i oT« 

Ascertain the Profit or Loss made by Pradip during the year 
ended 30th June 1980. 

Ans. Closing Capital Rs. 12.750 , (After adjustments) 

Loss suffered during the year Rs. 6,250. 

X tells you that his capital on 31 st December. 1977 is Rs 
18 700 and his capital on Ist January was Rs. 19,200. He 
further informs you that during the year he 

3,500 to his brother on private account and withdrew Rs. 300 
p.m. for personal purposes. He also used a flat for his perso- 
nal purposes, the rent of which at the rate of Rs. 100 p. m. 
and electricity charges at an average of Rs.lO p.m. were paid 
from the business account. He once sold his Governnient 
Bond Rs. 2,000 at 2% premium and brought that money into 
the business. Besides this, there is no other information. 

You are required to prepare a statement of profit. 

Ans. Net Profit Rs. 5.880. 

Working Note - Capital introduced during the year 
X 2.000= 2,040 
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CONVERSION OF SINGLE ENTRY TO 

DOUBLE ENTRY 


If a businessman, who keeps his accounts according to Single 
Entry System, wants to convert it into Double Entry System in 
future, he has to follow the following procedure : 

-First of all, he should prepare a ‘Statement of Affairs* in the 
i)eginning of the year. In this connection he should tally the balances 
of his creditors and debtors with the ledger balances, his Cash Book 
balance with actual cash in hand, his bank balance with the Pass 
Book. Then he should prepare an account of his Assets and 
liabilities in the following manner and post them in* proper 
.accounts. 

Conversion of books of last year from Single Entry to Double 
Entry 

When a businessman wants to convert his accounts of 1980 
based on Single £nt^ system into Double Entry System from 
January 1, 1981 he will have to adopt the following precedure : 

(1) First of all he has to prepare an opening Statement of 
Affairs on the first day of the year /.e. on 1st January, 1981. 

(2) After this with the help of Cash Book he has to open all 
the Personal, Real and Nominal accounts in the ledger. 

(3) If a discount column has been provided in the Cash Book, 
then a Discount Account should also be opened and necessary 
posting done in it. 

(4) Then Personal Accounts should be checked and noted if 
there is an amount written in a personal Account, which should have 
gone to a Real Account or a Nominal Account. It should also be 
noted that there is no such amount in Personal accounts which is 
not available in the subsidiary books. 

(5) After this subsidiary books should be checked. First of 
all the total should be checked and then these total should be posted 
to their respective accounts. For example, total of the Purchases 
Book should be posted to Purchases Account and total of the Sales 
Book to the Sales Account. Then the Trial Balance should be pre- 
pared to check th*c posting. After this Trading Account, Profit and 
Loss Account and the Balance Sheet should be prepared. 
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When on <h^“'> a'S.nnB.°^thCT*neSw 

rSS"?ScSae.e. Snlee. and Retnen 

Books. 

fciting pninu should be kep. in mind while solving 
problems • 

rn To Find out Opening Capital-Fhst of all the 

Affairs in% b%fnnini of the year should be prepared to find out 

opening capital. . 

^ 1. R/,lances - Cash and Bank Balances should 

be fou?d om on thf basis of the information given in the question. 

rr^dit Sales -Balance of the Total Debtors Account shows 
a. nSum'tf oSlit Seles. Th.rrfore lol.l Debtors Aceonnt 
should be prepared to §od out Credit Sales. 

TOTAL DEBTOR’S ACCOUNT 


'o Opening Balance 
. Sales (Credit) 

B.R. Dishonoured 
, Interest and expenses 
charged 

, Transfer (if any) 



ByB/R 

„ Cash received from 
customers 
Discount allowed 
Bad Debts 
Sales Returns 
Allowances 
Transfer (if any) 
Oosing Balance 


Rs 


(4) Credit Purchases— Bol&ncc of the Total Creditor’s Account 
shows the amount of credit purchases. Therefore, Total Creditor’s 
Account should be prepared to find out credit Sale. 

TOTAL CREDrrOR’S ACCOUNT 



Rs, 


Rs. 

To B. P. 


By Opening Balance 


Cash paid to Customers 


„ Purchases 


Discount received 


„ B.P. Dishonoured 


Allowances 


„ Interest and Expenses 


. Purchase Returns 


„ Renewal B.P. 


„ Transfer (if any) 


„ Transfer (if any) 


Closing Balance 


1 

1 



(5) Creditors and Debtors— If opening balances of creditors and 
Debtors are not given they can be found out by preparing accounts. 

(6) Bills Receivable and Bills Payable Account — BzAancts of 
Bills Receivable and Bills Payable can be ascertained by preparing 
these accounts. 
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BILLS RECEIVABLE ACCOUNT 


To Opening Balance 



By Cash received on B/R 
By Debtors (B.P. 

dishonoured) 
By Closing Balance 


Rs 


^ BILLS 

1 

PAYABLE ACCOUNT 


To Cash paid on B/P 
,, Creditors (B.P. 

dishonoured) 
To. Closing Balance 

Rs. 

1 

1 

1 

Bv Opening Balance 
, , Creditors (B.P. accepted) 

i 

1 

• 

Rs. 


(7) Opening and Closing Stock — Sometimes opening and 
closing balances of the stock arc not given. Instead of it. purchases, 
sales and a percentage of profit are given. In suqh a situation 
following method should be adopted while solving problems : 


i-\ r- * ret Total Salcs 

(0 Cost of Sales = ~, 7 ;ftT"rr ^ 

100+ Percentage of Profit 


After finding out the cost of sales the opening stock can be 
found out by the following methods : 

Opening Stock=Cost of sales +Closing Stock — Purchases. 

(//) Sometimes percentage of profit is given on sales price. 

Following formula should be adopted in such a case : 

^ ^ r 1 (100 — Percentage of profit) _ , _ . 

Cost of sales=-^^ IQO x Total Salcs 

Then the Opening Stock can be found out as mentioned 
above. 

(Hi) Closing When in the question Opening Stock, 

Total Purchases, Total Sales, cost price or percentage of profit on 
sales are given, the closing stock can be easily found out. First of 
all, we should firtd out the value of the opening stock and then take 
the help of the following formula to find out the value of closing 
stock : 

Closing Stock ^(Opening Stock +Total Purchases Cast of 
Sales). 

For converting Single Entry System into Double Entry System 
generally four types of problems are given : 

(0 When the trader has prepared only Personal Accounts. 

(i7) When the trader has prepared Subsidiary Books also. 




When the trader has 1 
the subsidiary Books. 


Cash Book 


Olostration 21*1 

From the details given below prepare Total 
and Total creditors account and find out credit 
purchases and Total sales and Total purchases : 

• 

1, Opening Balance of Debtors 
2! Opening Balance of Creditors 

3. Closing Balance of Debtors 

4. Closing Balance of Creditors 

5. Bills received during the yeat 

6. Bills accepted during the year 

7. Cash jreceived from customers 
8- Cash returned to customers 

9. Cash paid to suppliers 

10. Discount allowed by suppliers 

11. Discount allowed to customexrs 

12. Bad Debts written off 

13. Bad Debts recovered 

14. Bills receivable endorsed to creditors 

15. Bills receivable dishonoured by customers 

16. Endorsed bills receivable dishbnoured 

17. Bills receivable discounted 

18. Discounted bills receivable dishonoured 

19. Sales returns 

20. Purchases returns 

21. Cash Sales 

22. Cash Purchases. 

Solution 

TOTAL DEBTORS ACCOUNT 


debtors account 
sales and credit 

Rs. 

15.000 

14.000 

3.000 

5.000 

10.000 
8.000 

30,000 

500 

20.700 

270 
•• * 

150 

1.200 

300 

4.000 

1 .000 
500 

' 2,000 
700 
1,600 
1,200 
20,000 
30,000 


To Balance b/d 
Cash returned 
.. ByR (dishonoured) 

.. Creditors 
,, ^nk 

..Oedit sales (balancing 
figure) 


Rs. 

15,000 

500 

1.000 

500 

700 

28,250 


45,950 


By Bills Receivable 
Cash 

„ Discount 
„ Bad Debts 
.. Sales Returns 
,, Balance c/d 


Rs. 

10.000 

30,000 

150 

1,200 

1.600 

3.000 
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TOTAL CREDITORS ACCOUNT 


To Bills Payable 

To Cash 

To Discount 

To Bills Receivable 
(endorsed) 

To Purchaaes Retuma 

To Balance c/d 

Rs. 

8,000 

20,700 

270 

4.000 

1,200 

5.000 

* 

By Balance b/d 

By Debtors (bills endorsed 
and dishonoured) 

By Purchases (balancing 
figure) 

1 

1 

1 

Rs. 

14,000 

500 

24,670 

3^170" 

39,170 

Total Sales 


V 

Totift I^urchases 


Cdsh Sales 

20.000 

Cash Purchases 

30,000 

-1- Credit Sales 

28,250 

-1- Credit Purchases 

24.670 


48,250 54,670 


IlliBtnition 21-2 


A trader has adopted Single Entry System of Book keeping. 
The following facts relating to his business are available for the year 
1979 : 


(i) The summary of his Cash Book : 

Cash paid into Bank Rs. 8,690; Dividends received in Cash 
Rs. 200 ; Drawings in Cash Rs. 445 and out of Bank Rs. 750 ; Cash 
received from Debtors Rs. 11,700 ; Payments to Creditors by cheque 
Rs. 7,750 and by cash Rs. 200 ; Wages Rs. 1,500 and Sundry 
Expensed Rs. 1,075 paid in Cash ; Bank interest received Rs. 10, 


(ii) His assets and liabilities were : — 


Stock 

Bank Balance 
Cash in hand 
Debtors 
Creditors 
Investments 


On 1st Jan,, 1978 On 31st Defc., 1978 


Rs. 

Rs. 

600 

750 

800 

1.000 

30 

20 

750 

1.050 

1.200 

1,400 

3,000 

3,000 


From the above information prepare his Cash Book and Profit 
and Loss Account for the year ended 3 ls)t December 1978 and his 
Balance Sheet as on that date, bearing in mind that Sundry l^xpenses 
amounting to Rs. 120 were outstanding at the end of the year. 
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Solution 

1 . 


Calculation of Credit Purdiawy 
Payment to Creditors (7.750 + 2UU) 
+Closing Creditors 


— Opening Creditors 
Credit Purchases for the year 



:alculation of Credit Sales : 
"ash received from Debtors 
-l-Closing Debtors 


— Opening Debtors 
Credit Sales for the year 


7,950 

1.400 

9.350 

1.200 

8,150 


11,700 
1 ,050 

12,750 

750 

12,000 


3. Calculation of Capital on 1st Jan. 1978. 


STATEMENT OF AFFAIRS on 1-1-78 



Particulars 

« 

Cash 

Rs. 

' Bank 

Particulars 

Cash 

Rs. 

Bank 

Rs. 

To Balance b/d 

SO 

800 1 

' By Drawings 

445 

750 

„ Cash 


8,690 

„ Bank 

8,690 


Dividend 

200 


„ Creditors 

200 ' 

7,730 

„ Sundry 



„ Wages 

1,500 


Debtors 

11,700 


„ Sundry 

e 


„ Bank Interest 


10 

Expenses 

1,075 





„ Balance c/d 

20 

1,000 


11,930 

9,500 


11,930 

9.500 

To Balance b/d 

1 


uwio 

- 
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TRADING & PROFIT & LOSS ACC 
For the year ended 31st Dec. 1973 


To Opening Stock 
,, Purchases 
,, Wages 

,, Gross Profit c/d 


„ Sundry Expenses 
„ Net Profit transferred 
to Capital A/c 



2.710 


By Sales 
,, Closing Stock 


By Gross Profit b/d 
Interest 
„ Dividend 


BALANCE SHEET 
As on 31st December, 1978 


Rs. 

12.000 

750 


12.750 

m 

2,500 

10 

200 


2,710 


Sun dry Creditors 
Out standing Exi^nses 
Cap ital ; 

Balance (1.1.78) 3,980 

Less / Drawings 1,195 


Add ; Profit 


2.785 

1.515 


Rs. 

1,400 

120 


4,300 

5,8M 


Cash in hand 
Cash at Bank 
Debtors 
Stock 

Investments 


Rs. 

20 

1,000 

5 

75 
3 


lUastration 21-3 

Radha, who keeps his books by Single Entry instructs you to 
prepare a Profit & Loss Account of his business for the ending 
31st December 1976 and a Balance Sheet as on that dale. 

On 1st January 1976, Radha had stock worth Rs. 54.000 ; 
Creditors on open accounts Rs. 48,000 : Debtors Rs. 1,20,000’ 
Business Premises Rs. 90,000 ; and Furniture Rs. 6,000. 

Upon analysing his Cash Book for the year, you find the 
following : 


Rs. Rs. 

Bank Overdraft on 1st Jan, Interest on Overdraft 1,000 

1976 24.000 

Received from Debtor^ 1,50,( 00 Paid Salaries & Wages 18,000 

Received from Cash Sdles 40.000 Paid General Expenses 1.500 

Paid to Creditors 88,0C0 Rent and Taxes 2,400 

Paid for Cash Purchases 24,000 Drew for personal use 2,000 


A scrutiny of Personal Accounts showed that he had allowed ' 
Rs. 9,000 as discount and allowances to his debtors and had earned 
Rs. 6,000 as discount front his creditors. On 31st December 1976, 
he had Stock Rs. 80,000 ; Debtors Rs. 1,34,000 ; Bills Receivable 
Rs. 6,000 ; Creditors 40,000 ; Bills Payable Rs. 8,000 ; Business 
Premises Rs, 90,000 and Furniture Rs. 6,000. He also owed Rs. 800 
for expenses. 
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You .r. to fr^ubSSfand alio* 5 par cant 

SS o .'opantag Ca-piul. 


fo opening Stock 
Total Purchases : 
Credit 

C^h 


ft 


94.000 

24.000 


Discount 

Salaries and Wages 
Rent and Rates 
Interest on Overdraft 
Sundry Expenses 
General Expenses 
Provision for Bad 
Debts 

Depreciation on : 
Building 4,500 


Rs. 

54.000 


1,18.000 
9,000 
18,000 
2,400 
1,000 
800 
1.500 

9.600 


Furniture 


300 

I 4,800 


,, Interest on Capital 
at 5% on Rs. 1,98,000 
„ Net Profit 


9,900 

76,000 


By Total Sales 

Credit 

Cash 


By Discount 
,. Closing Stock 


1,79.000 

40,000 


2,19,000 


6,000 

80,000 


3,05.000 


BALANCE SHEET 
As on 3lst December 1976 


Jank Overdraft 
Bills Payable 
Sundry Creditors 
Expenses Outstanding 
[Capital Account 
Balance 1.1.76 
-f Interest 
-*• Profit 


Rs. 

24.000 

8,000 

40.000 
800 


1,98,000 

9,900 

76,000 


—Drawings 


2,83,900 

2.000 


2,81,900 


Cash in hand 
Bills Receivable 
Sundry Deborts 
— Provision 

Closing Stock 

Building 

—Depreciation 

Furniture 
- Depreciation 


3.05,000 



1,34,000 

9.600 


90.000 

4,500 

6,000 

300 


3,54,700 


Working Notes 

While solving this problem, first we should find out : 

(/) Credit Sales, («) Credit Purchases. 
fi«) Cash Balance, and (iv) Capital on 1-U76 


Rs. 

53,100 

6,000 

1,24,400 

80,000 


85,500 

5,700 


3,54,700 
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SUNDRY DEBTORS (To find out Credit Sales) 


To Balance b/d 
», Sales 


Rs. 

1 . 20,000 

1,79,000 


2,99.000 

creditors < 


By Cash 
„ Discount 
„ Bills Receivable 
„ Balance c/d 


Rs. 

1.50.000 

9.000 

6.000 

1.34.000 


2,99.000 


To Cash 
„ Discount 
„ Bills Payable 
„ Balance c/d 

Rs. 

88,000 

6,000 

8.000 

40,000 


1,42.000 


By Balance b/d 
M Purchases 


CASH ACCOUNT 


Rs. 

48,000 

Hooo 


1,42.000 


To Sales 

To Sundry Debtors 


Rs. 

40.000 

1,50,000 


1,90,000 


By Purchases 

Salaries & Wages 
„ Rent & Rates 
,, Sundry Creditors 
„ Interest on Overdraft 
„ General Expenses 
„ Drawings 
„ Balance c/d 


Rs. 

24.000 

18.000 
2,400 

88.000 

1,000 

1,500 

2,000 

53,100 

1,90,000 


Creditors 
Bank (Overdraft 
Capital 


Standard Questions 


BALANCE SHEET 
As on 1st January 1976 



Rs. 

48.000 

24.000 
1,98,000 


2,70,000 


Stock 

Debtors 

Building 

Furniture 


Rs. 

54.000 

1,20,000 

90.000 

6,000 

2,70,000 



1. State the necessary steps that are required to be taken to 

into Double entry books when 
all the subsidiary books are maintained ? 
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2 . 


Explain in detail ^ 

under Single Entry sy ^ ^ ^ Comptt) 


Practical aiven of an accounting year : 

^1 # 3 _ A * .AM C 1 ^ MO. Cash paid to Creditors 

Opening 


2 . 


4 , 


‘r- r-ditors S°“lf oX Cash paTd to Creditors Rs. 
fsS" Return Outwards Rs. 1,000 and Closing Creditors Rs. 

12 , 000 . 

ralculate Credit purchases during the year. 

Calculate Cre p ) 


Ans. Credit Purchases Rs , 15^000, Purchases on 

Creditors on 31st Jan^^y 19^^^ Creditors during 1979 

Credit were Rs- 30,00U. P ireearding Credit purchases) 

was Rs. 20,000. Returns ac the 

»«• *»' bal.«?e of Cr=di...s a, 

the end of 1979. 

Ans Creditors at the end Rs. 14.000. 

Debtors at the begihnihg of the y|“ from the 

credit during the >ear were Rs. 35 000. Returns Inward 

(?^^'rfing Credit sales) ptad out'‘th^'“alance 

a^l’^eS^S^arnCuaiS"!^ there were bad 
debts during the year Rs. 2.000. 

Ans. Debtors at the end of the year were Rs. 38.000. 

-rRfl7.00Sand 

mofit arshown by the Trading Account for the year was 
Rs. 1 29.000, Calculate Credit sales during the year. 



Ans. Credit Sales Rs. 1,41,000. 

From the following facts supplied by A. who keeps his bo^k^^^ 
on Single Entry. You are required to calculate Credit Pu 

chhses' and Total Purchases : 


Opening Balance of Bills Payable 
Opening Balance of Creditors 
Closing Balance of Bills Payable 
Closing Balance of Creditors 


5.000 

6.000 

7,000 

4,000 
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Cash paid to Creditors during the Year 
Bills Payable discharged during the Year 
Returns Outwards 
Cash Purchases 


30,200» 

8.90a 

1 , 200 ‘ 

25,800 


Ans. 


Note 


(0 Credit Purchases Rs. 40,300 

(//) Total Purchases (Credit Purchases + Cash 
Purchases) 

=« Credit Purchases Rs. 40,300 

+Cash Purchases-^5^. 

66.100 

. Prepare Bills Payable Account, balance of which 
comes to Rs. 10,900 

From the following information, find out the Credit Sales and 
Credit Purchases for the year 1978 : 

« 

Rs. 

12,000 

7,600* 

20,000 

500 

5,000 
2,400 

45.000 
3,000* 

17.000 
4,600 

1.500 

3.500 

10.000 

9.500 


Balance of Debtors on 1-1-1978 
Balance of Creditors on 1-1-1978 
Cash paid to Creditors 
Discount allowed by them 
Returns Inward 
Returns Outward 
Cash received from customers 
Discount allowed to them 
Bills received from customers 
Bills accepted 
Bad Debts 

Bills Receivable dishonoured 
Debtors on 31-12-1973 
Creditors on 31-12-1978 


ADS. creoit bales Ks. bo,ouu and Credit purchases Rs. 29,400 

{Delhi Senior School Certificate Examination 1979)> 

From the following prepare Total Debtors and Total Creditors, 
account and find out Credit Sales and Credit Purchases : 

Cash Book analysis shows the following : 


Received from Debtors Rs. 75,000, Paid to Creditors 
Rs. 44,000, Cash Purchases 12,500, Cash Sales 20,000, Discount 
Received Rs. 3,000, Discount Allowed Rs. 4,000, Further 
details available are : 


Creditors Debtors 

Opening Balance 24,000 60,000 

Closing Balance 20,000 65,000 

Bills Receivable — 3,000 

Bills Payable 4,000 — 

Bad Debts — 2,000 


Ana. Credit Purchases Rs. 47,000, Credit Sales Rs 89,000. 
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A trader started his business on 1st January 1979 with a 
«p"a1 of R. "loo and lept only a Cash Book and pe^nal 

ledger. .... • 

The analysis of his Cash Book showed the following in- 

formation: 

Rs. 20. 

On 31st December 1979 his position was as follows . 

Stock Rs. 560 , Debtors Rs. 630 .Creditors Rs. 378, 
Outstanding expenses Rs. 15 , Furniture Rs. 2 . 

Prenare his Profit and Loss Account for the year ending 
De?ember 1979 and a Balance Sheet as on that date subject 

kVS;ut^rs7oSan&rd^^^^^ 

Balance Sheet Rs. 2,094. 

A trader keeps his books by Single Entry. O" ^ 

1970 his capital was Rs. 8.200 ; on 31st December. 1970. the 

analysis of his cash book was as follows . 


Received from Debtors 
Additional Capital 


Rs. 

6,300 Bank Overdraft on 1-1-70 
200 Paid to Creditors 
General Expenses 
Wages 
Drawings 
Cash in hand 
Bank Balance 

6,500 


Rs. 

640 

2.400 

900 

1,850 

300 

20 

390 

6,500 


On 1st January his position was as follows : 

Debtors Rs. 5,300 ; Creditors Rs. 3,360 ; Stock Rs. 2,700 ; 
Plant and Machinery Rs. 3.000 ; Furniture Rs. 1.200. 

On 31st December his position was as follows : 

, Debtors Rs. 800 ; Creditors 1 .950 ; Stock 4,900 Plant and 
Machinery Rs. 3,000 ; Furniture Rs. 1 ,200 ; 

Allow 5% interest on opening capital and prepare Balance 
Sheet on 31st December. 1970. Charge 7J% depreciation on 
Machinery and provide 74 % reserve for Bad and doubtful 
debts on Sundry Debtors and 5% reserve for discount. 

Ans. Credit Sales Rs. 1,800 ; Credit Purchases Rs. 990 ; 
G.P. 1.160 ; N.L. Rs. 472 ; Total of Balance Sheet Rs. 9.988. 
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10 . 


Ram keeps his books by Single Entry. During the year 1975 
he kept a Cash Book of which the following is an analysis : 


Rs. 


Received from Sundry Debtors 400 

Additional Capital introduced on 1-9-75 30 

Loan from Shyam @ 6% per annum 1-9-75 150 

Overdraft on 1-1-75 60 

Paid to Creditors 270 

General Expenses 90 

Salaries 30 

Drawings 40 

Balance at Bank on 31-12-75 on 


The following balances existed on 1-1-75: Sundry Debtors. 
Rs. 530 ; Sundry Creditors Rs. 150 ; Furniture Rs 250 : Stock 
Rs. 180 

The following balances existed on 31-12-75. Sundry 
Debtors Rs. 600 ; Sundry Creditors Rs. 190 ; Furniture Rs. 
250 ; Stock Rs. 260. 

Depreciate furniture by 10% ; Provide half-year’s interest 
on Shyam’s Loan and allow interest on capital at 5% per 
annum. 


Prepare Trading and Profit and Loss Account for the year 
ended 31st December, 1975 and Balance Sheet as on that date. 
Show your working also. 

Ans. Credit Purchases Rs. 310 ; Credit Sales Rs. 470 ; 
Opening Capital Rs. 7.^0 ; T.B. Rs. 1,590, G.P. Rs. 240 ; N.P. 
Rs. 52.50 ; Total of Balance Sheet Rs. 1,175. 

Roshan Washing House is owned by Roshan Dhobi. He keeps 
his books on ‘Single Entry’. He gives you the following 
information : 


Dec. 3h 1978 Dec. 31, 1979 

% 


Furniture and Fittings 

5,000 

6,CC0 

Stock of Materials 

3,000 

1,000 

Sundry Debtors 

6,000 

7,000 

Sundry Creditors* 

2,000 


Prepaid Expenses 

600 

200 

Unpaid Expenses 

1 ^000 

Cash in hand 

1,100 

300 

Receipts and Payment during the year : 

Rs. 

Receipts from Debtors 


21,000 

Paid to Creditors 


10,000 

Cartage 

« • • 

2,000 

Drawings 

« • • 

12,000 
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12 . 


Sundry Expenses 
Furniture purchased for casn 


• • • 


6,000 

1,000 


furnuurc . 

prepare a 

ended December 31, 197V an a considerable amount ol 

for Bad Debts at 10«. mere wa 
Am. Capital on 

■ VS: R?'““36o ' B.S. RS. 13.800. 

Mr. Lai atartad 'f„J “oS 

SihSit. »f wUh for the year ended 31s. 

December 1975 is given below . 

Receipts: -From sundry Debtors Rs. 6.500; Cas 

Rs 3.500 ; commissions Rs. 250. 

Payments : — To Sundry Creditors Rs" 100 ; 

Rs 4.500; Trade Expenses Rs. • 

Relief Fund Rs. 50. 

On 31st December 1975 I*'® ^°^g‘“|va^'law|L Sales 

'£"uVo^'*‘CredT PuVha^^^ RsAO.200 ; Expenses Owing 

Rs. 150 ; Expenses Prepaid Rs. 75. 

Prepare a Profit and Loss ^“°g^gg/°as *on ^tlmt ^date after 
December, 1975 and a Furniture and write off R$, 

d^btf «”>. “-a'rn 3.S. December, .«5 

was valued at Rs. 2,250. 

Am. G.P. Rs. 3,050 Net Prod. Rs Creators 

S^.8.91'5; Closing Debt^s Rs^ 5.500 . Closing 

Rs. 2,350 ; Cash Balance Rs. l.oOO. 

RamPrakash keeps his by Wm^ p*rei»?a"TrLing 

4r ended 3.S. Decenrher, 

,„9 and a Balance Sheet ^o^nAat^d. ■ 

to ooo 

Furniture 2,000 

Stock of Goods-in-Trade 6,000 

Sundry Debtors 1^^^ 400 

Prepaid Expenses ? 

Sundry Creditors 4,0UU 2JOOO 

Unpaid Expenses 600 


Furniture 

Stock of Goods-in-Trade 
Sundry Debtors 
Prepaid Expenses 
Sundry Creditors 
Unpaid Expenses 

Cash 


Rs. 
10,000 
6,000 
1 2.000 

4,000 

1.200 

2,200 
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Receipts and Payments during the year were as follows : 


Rs. 

Receipts from Debtors OOO 

Paid to Creditors 20,000 

Transportation-in 4,000 

Drawings 12,000 

Sundry Expenses 14,000 

Furniture purchased 2,000 


Other Informations : 


There were considerable amount of Cash Sales. Credit pur-^ 
chases during the year amounted to Rs. 23,000. Provide a 
provision for doubtful bebts to the extent of 10% on 
Debtors. 

Ans. Credit sales Rs. 44,000 ; Creditors at the end Rs. 7,000 - 
Cash Sales Rs, 8,400 ; Capital in the beginning Rs* 
25,000, G.P. Rs. 21,400, P&L A/c (N.P.) Rs. 5,6od 
B:S. Total Rs. 27,600. 

(S.S.C. Delhi /960> 
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